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THE ECONOMICS OF AMERICAN PENOLOGY AS 
ILLUSTRATED BY THE EXPERIENCE OF THE 
STATE OF PENNSYLVANIA 


I. GENERAL NEGLECT OF THE ECONOMIC ASPECTS OF PENOLOGY 


While no one would be rash enough to contend that the economic 
phases of the penal institutions of this country are of anything 
like as much importance as the economic life and activities of the 
non-criminal population, still it can be safely maintained that they 
have been unduly and unfortunately ignored. In spite of the fact 
that the prison population of this country has been numbered by 
the tens of thousands and the expenditures for maintenance have 
totaled many millions of dollars, there exists no adequate history 
or analysis of the economics of American penology.* This. article 
has been planned in the effort to present a clear summary of the 
more significant tendencies in the economic evolution of American 

*This statement does not imply the ignoring of the various statistical cross- 
sections of prison industry taken from time to time by federal and state agents. Brief 
surveys of the industrial systems of state prisons, as they have developed in two 
representative states, are contained in Philip Klein, Prison Methods in New York 
State, chaps. viii-ix; and H. E. Barnes, History of the Penal, Reformatory, and Cor- 
rectional Institutions of New Jersey, pp. 60 ff., 69 ff., o9 ff., 124 ff., 141 ff., 174 ff., 378 f., 
467 ff., 493 ff., 541 ff. 
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penology, considered particularly in its relation to the general 
progress of American industrial society. 

The state of Pennsylvania has been chosen for this study because 
it exemplifies more fully than any other the diverse tendencies 
in the economic development of American penal institutions. As 
the originator of one of the three great historic types of prisons— 
the Pennsylvania system of solitary confinement—this state has 
also experimented with the Auburn system and, in a modified way, 
with the Irish system. Not less varied has been its industrial 
experience. It is doubtful if any other state can present as compre- 
hensive a recapitulation of all the phases of the evolution of prison 
industry in America as Pennsylvania. Beginning as the originator, 
not only of labor in solitary confinement, but also of the very idea 
and practice of prison labor, Pennsylvania has followed all of the 
leading trends in prison industry in the nineteenth century. The 
Eastern Penitentiary has furnished the best example of the persist- 
ence of the handicraft stage and the solitary-labor plan, which 
endured almost unimpaired to 1913. This was, no doubt, the 
most perfect illustration of the survival of the original methods 
of prison industry to be found. In strange contrast with the con- 
tinuity and conservatism of the Eastern Penitentiary, the Western 
Penitentiary flirted with nearly all of the prevailing trends in 
prison industry in the last century. Starting like the Eastern 
Penitentiary with solitary labor along handicraft methods and 
conducted commercially. by the public-account system, the Pitts- 
burgh institution turned to a complete adoption of the congregate- 
factory contract system in the seventies and eighties. In the 
mid-eighties the public-account system was again brought back, 
this time with the congregate system. Finally, in the last decade, 
both the state-use and the public-works-and-ways systems have 
been adopted in part, thus completing all of the forms of industrial 
administration with which it has been possible to experiment. 
Not less typical and comprehensive has been Pennsylvania’s 
experience with state interference in the field of prison labor. 
There was complete freedom in industrial initiative for nearly a 
century. In the late seventies labor organizations began to oppose 
contract convict labor and political leaders were not deaf to their 
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importunities. Beginning in 1883, a series of restrictive laws were 
passed which, by 1897, had achieved the almost complete extinc- 
tion of prison industry in Pennsylvania. On the other hand, since 
1915 the state has made at least some slight effort to make amends 
for past mistakes by introducing, without any paralyzing restric- 
tions, the more modern methods of controlling prison labor. 


2. THE ORIGINS OF PRISON INDUSTRIES IN PENNSYLVANIA 


Pennsylvania shares with the Quaker province of West Jersey 
the honor of having originated the system of imprisonment at 
hard labor as the prescribed punishment for criminal action. In 
his significant legislation of May, 1682, Penn designated imprison- 
ment as the prevailing punishment for crime and stipulated that 
“all prisons shall be workhouses.’* It is believed that Penn was 
influenced by a personal study of the workhouses for vagrants 
and juveniles then in operation in Holland. Owing to the friction 
with the Crown in establishing a colonial court system, Penn’s 
code was soon abrogated and his aspirations received little applica- 
tion in the provincial period,? but they served as the precedent for 
action as soon as British influence was removed in 1776, and were 
applied in the series of progressive enactments from 1776 to 1829 
which established the modern prison system in the United States.3 

The practical origins of prison employment in the United 
States are to be found in the provision of the Pennsylvania constitu- 
tion of 1776, suggesting that imprisonment at hard labor be 
utilized in the punishment of all crimes not capital. This exhorta- 
tion was given legal force by an act of September 15, 1786, ordering 
the punishment of prisoners by “continued hard labor, publicly 
and disgracefully imposed.”’’ The prisoners were to be employed 

t Chartier and Laws of Pennsylvania, 1682-1700, pp. 99 ff. 

2 W. R. Shepherd, History of Proprietary Government in Pennsylvania, pp. 361- 
67, 388-89. 

3 Sketch of the Principal Transactions of the Philadelphia Society for Alleviating 
the Miseries of Public Prisons, 1859; William Bradford, An Enquiry How Far the 
Punishmeni of Death Is Necessary in Pennsylvania, 1793. Cf. Journal of Criminal 
Law and Criminology, May, 1921, pp. 35 ff. 

4 Constitution of 1776, chapter ii, section 39. 

5 The Statutes at Large of Pennsylvania, XII, 280 ff. 





620 HARRY ELMER BARNES 


in the gaols and workhouses, in the repairing and cleaning of 
streets and highways, and in ‘“‘such other hard and laborious 
work within the county” as the courts should direct. Though 
this experiment failed through disciplinary defects, it is interesting 
as perhaps the first example of extramural employment of prisoners, 
which, after being abandoned for a century, has been revived and 
made the prevailing method of prison industry in the more pro- 
gressive institutions. 

The failure of the experiment with extramural employment 
led to the passage of an act of March 27, 1789, directing that the 
prisoners be set to work in prison workshops." It was strength- 
ened by an act of April 5, 1790, which, with a minor amendment 
of April 18, 1795, governed the conduct of prison industry until 
the passage of an act of April 23, 1829, and the consequent introduc- 
tion of labor into the newly opened state penitentiaries. This 
important act of 1790 declared that the convicts ‘“‘shall be kept, 
as far as may be consistent with their sex, age, health, and ability, 
to labor of the hardest and most servile kind in which the work is 
least liable to be spoiled by ignorance, neglect, or obstinacy and 
where the materials are not easily embezzled or destroyed.’” 
The convicts were to be employed every day except Sunday for 
eight hours per day in November, December, and January; for 
nine hours in February and October; and for ten hours during the 
remainder of the year. The keeper of the Walnut Street Jail, 
with the consent of two inspectors, was authorized to provide 
the stock and implements for the labor of the convicts and to make 
contracts for the sale of the manufactured articles. In addition 
to his salary, the keeper was to receive a commission of 5 per cent 
on all sales of prison-made goods. The convicts were also to 
receive a special stimulation to industrial exertion. It was enacted 
that, ‘‘in order to encourage industry as an evidence of reforma- 
tion,” separate accounts should be opened with all prisoners 
sentenced to hard labor for six months or a longer period. They 
were to be charged with the cost of their clothing, maintenance, 
and the raw material used in their labor, and to be credited with 

 [bid., XIII, 243-51. 3 Ibid., pp. 517-18. 

2 Ibid., pp. 516-17. 4 Ibid., pp. 518-19, 521. 
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the proceeds of the sale of their manufactured products. If 
there was any excess above the costs, it was ordered that the 
prisoners should receive one-half of this “‘to be laid out in decent 
raiment for such convicts at their discharge or otherwise applied 
to their use and benefit as the said inspectors shall upon such 
occasions direct.’ 

During the first years after 1790 the industrial system then 
established developed with unusual success, but the overcrowding 
of the Walnut Street Jail led to the paralyzing of both prison 
discipline and industry. By 1825 the income from labor did not 
meet more than 1o per cent of the total cost of operating the 
institution, and not more than one-tenth of the population was 
permanently or uniformly employed.? The collapse of the penal 
system in the Walnut Street Jail at Philadelphia led to the demand 
for state penitentiaries. Provision for these was made in laws of 
1818 and 1821; the Western Penitentiary was opened at Allegheny 
in July, 1826, and the Eastern Penitentiary at Cherry Hill in 
Philadelphia in October, 1829.3 So great a reaction in penological 
opinion had set in that the Western Penitentiary was erected to 


segregate the prisoners without any provision whatever for labor, 
and the law of April 23, 1829, directing the introduction of prison 
labor in the state penitentiaries, was secured only through active 
lobbying at the state capitol by Philadelphia reformers.4 The 
act of 1829 has remained the general basis of the legislative regula- 
tion of prison industry, though, as will appear later, subsequent 
legislation of a restrictive sort has practically acted to abrogate it. 


3. THE NATURE OF PRISON INDUSTRIES IN PENNSYLVANIA 


The earliest type of industries carried on in the Walnut Street 
Jail after 1790 were nail-making, stone-sawing, shoemaking, weav- 
ing, and the picking over and carding of wool and hair. The 
work was done for contractors who furnished the raw material 


* Ibid., p. 519. 

2 Report of the Commissioners on the Penal Code, 1828, pp. 172-79. 

3 Acts of the General Assembly, 1817-18, pp. 138-40; 1820-21, pp. 94-97. 

4 Laws of the General Assembly, 1828-29, pp. 341-54; Journal of Prison Discipline 
and Philanthropy, Vol. 1, No. 1, pp. 1-12. 
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and paid a stipulated amount per unit of product. In addition to 
this. the inmates made their own shoes and clothing.’ From the 
period of the establishment of the industrial systems of the state 
penitentiaries in 1829-30 until the outbreak of the Civil War, 
weaving and shoemaking (cordwaining) were by far the most 
important industrial operations undertaken. Subordinate and 
relatively unimportant accessory industries were picking oakum, 
cane-seating of chairs, blacksmithing, and tailoring.2 In the 
decade of the fifties, with the development of mechanical weaving 
outside, the handicraft prison weaving declined somewhat and the 
cane-seating of chairs gained in relative importance. The follow- 
ing table of the employment assigned to the 580 prisoners admitted 
between 1855 and 1859 will give an adequate picture of the indus- 
tries of the Eastern Penitentiary just before the Civil War. The 
occupational distribution in the Western Penitentiary was practi- 
cally the same. 

Weaving and spinning 

Shoemaking 

Cane-seating chairs 

Chair-making 

Varnishing 

Segar [sic!]-making 

Boot-crimping 

Broom-making 

Burnishing 

Blacksmithing 

Domestics 


These industries were all carried on according to a handicraft 
technique and were well adapted to the individual-cell method of 
labor which prevailed in the Pennsylvania system during this 
period. The physician of the Eastern Penitentiary complained, 


* Caleb Lownes, An Account of the Alteration and Present State of the Penal Laws 
of Pennsylvania, 1792, pp. 14-15, 20; Report of the Commissioners on the Penal Code, 
1828, pp. 52, 172-79. 

? Senate Journal, 1833-34, pp. 417-18; ibid., 1838-39, pp. 761, 771; Annual 
Report of the Inspectors of the Eastern Penitentiary, 1850, pp. 9-10; ibid., 1860, p. 20. 

3 Annual Report of the Inspectors of ihe Eastern Penitentiary, 1860, p. 20. 
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however, that they were for the most part sedentary occupations 
which were “proverbially deleterious,’ especially as there were no 
provisions for adequate outdoor exercise.’ 

The Civil War period produced a revolution in prison indus- 
tries. The progress of mechanical weaving outside the walls 
and the inability to introduce power looms into the cellular methods 
of manufacture caused weaving gradually to die out in the Eastern 
Penitentiary. Further, the authorities in the Western Penitentiary 
succumbed to the temptation to follow the new mechanical methods, 
gave up the idea of solitary confinement in 1869, adopted the new 
machine technique, and applied it in the congregate shops such 
as had characterized the Auburn system of prison administration 
since 1824. The Eastern Penitentiary clung doggedly to cellular 
confinement and handicraft methods until 1913. Hence, the 
industrial situation in the two Pennsylvania state penitentiaries 
has been less uniform and homogeneous since 1860 than before. 
In the Eastern Penitentiary weaving by hand was unable to meet 
the competition with mechanical weaving outside, gradually 
decreased in importance, and by the close of the sixties had become 
a minor industry. Shoemaking increased in importance and was 
the chief industry of the institution until its final slump late in 
the eighties. In this decade the manufacture of hosiery forged 
to the front and has been the leading industry in the Eastern 
Penitentiary since that time. The cane-seating of chairs has 
remained an industry of major importance since the fifties. Cigar- 
making has also been of considerable significance, particularly 
from 1873 to 1887 and since 1903. In the Western Penitentiary 
weaving became less important in the seventies and shoemaking 
became far the most productive industry from 1870 to 1887. The 
manufacture of heavy cocoa mats was begun in the eighties and 
has been much the most important industry since 1887. The 
manufacture of hosiery has been a major industry since 1895. 
Broom-making has also been a significant source of revenue since 
1875. There was a period of special activity:in making chains 
and heavy hardware from 1879 to 1885. Since the opening of the 
great farm at the Rockview site for the new penitentiary in 1916, 


* ‘bid., 1849, pp. 20-21. 
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construction work and farming have been the leading occupations 
of those assigned to the Western Penitentiary for incarceration.* 
The uniformity of economic development and industrial continuity 
have been disrupted by legislation restricting, first contract convict 
labor and, since 1879, all types of prison industry. This legisla- 
tion has particularly affected the Western Penitentiary with its 
congregate shops and contract convict labor. 

The types of industries and accompanying technique and 
industrial discipline in Pennsylvania have thus in a general way 
illustrated the industrial evolution in both the country at large, and 
in penal institutions. The individual, cellular, handicraft system 
has persisted from the beginning in the Eastern Penitentiary with 
little change. The Western Penitentiary has reflected the develop- 
ment of the machine technique and the factory system. The 
development of extramural employment in construction work and 
farming since 1916 seems to foreshadow what is likely to be the 
most important type of penal industry in the future. 


4. THE METHOD OF iNDUSTRIAL ADMINISTRATION 

Any historical account of the systems of industrial administra- 
tion or prison employment should be preceded by a summary of 
the different types of industrial administration which have pre- 
vailed in this country. The official classification and description 
follows: 

1. The leasing of the person and labor of the convicts —Under 
this system the contractors assume entire control of the convicts, 
including their maintenance and discipline, subject, however, to 
the regulations fixed by statute. In general, the prisoners are 
removed from the prisons and are employed in outdoor labor, such 


as mining, agriculture, railroad construction, etc., though manu- 
facturing is sometimes carried on. The nature and duration of 
the employment are, within the restrictions of the law, fixed by 
the lease. 

2. Leasing or contracting for the labor of the prisoners.—The 
employment under this system is usually within the prison shops 


‘Concrete data upon which these generalizations are based have been drawn 
from a study of the Annual Reports of the Eastern and Western Penitentiaries and of 
the Secretary of the State Board of Charities. 
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or yards, discipline and control remaining in the hands of the 
officers, only the labor of the convicts being let to and directed by 
the contractors for manufacturing purposes. The state usually 
furnishes shop room and sometimes also provides power and 
machinery. 

3. The piece-price form of the contract system.—Not only the 
discipline of the convicts, but the direction of their labor as well, 
is retained by the state under this system, the contractors furnish- 
ing the material to be made up and receiving the finished product, 
an agreed price per piece being paid for the labor bestowed. 

4. The public-account system—There is no intervention of 
outside parties under this system, the employment of the convicts 
being in all respects directed by the state, and the products of 
their labor being sold for its benefit. 

5. The state-use system.—This system is similar to the above, 
except that such articles are produced as will be of service to the 
state in supplying and maintaining its various institutions, and 
are appropriated to such use instead of being put on the general 
market. 

6. The public-works-and-ways system.—Under this system con- 
victs are employed in the construction and repair of public streets, 
highways, and other public works." 

The first system has few or no defenders among penologists 
and sociologists, and is no longer found in any progressive state 
or penal institution. Its advantage was that it relieved the 
state of the burden of caring for the prisoners, but this was more 
than offset by the impossibility of safeguarding the treatment of the 
convicts and maintaining any program of reformation and educa- 
tion. Some of the most atrocious evils of prison labor have existed 
under this system in the chain gangs used for construction work 
and in the turpentine camps of the South. The second type, the 
most usual form of contract convict labor, freed the prison of 
industrial responsibility and possessed the advantage over the 
lease system of allowing the prison authorities to exert a more 
active supervision of the treatment of the convicts. The arguments 
against it were chiefly that emphasis was likely to be laid upon 


* Senate Document, No. 494, Sixty-third Congress, Second Session, p. 10 
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productive efficiency rather than reformation and _ industrial 
training, and that this convict labor constituted an unfair type 
of competition with free labor outside the prison. The piece- 
price system has been regarded as more desirable than the contract 
system, because it permits complete control of the convicts by 
the prison authorities. The main objection advanced against it 
has been the competition which it produces with outside labor. 
The public-account system, likewise, has been criticized because 
prison-made products compete in the market with goods made 
outside. The state-use system has been devised to find a channel 
for the sale of prison-made products which will reduce to a minimum 
competition with outside goods, and will, at the same time, allow 
the state institutions to obtain commodities at a relatively low 
cost to the state. The public-works and-ways-system is but the 
application of the state-use principle to the extramural employ- 
ments of convicts. While the state-use system has quite generally 
come to be regarded as the most satisfactory method of controlling 
prison labor, it has rarely been found successful unless the purchase 
of prison-made products, when available, has been made compul- 
sory with state institutions. In the following summary of the 
experience of Pennsylvania with some of these systems no further 
attempt will be made to consider their merits, except in so far as 
this is done by presenting the views of the prison authorities who 
attempted to apply them. 

As has been pointed out above, the act of April 5, 1790, contem- 
plated the introduction of what is technically known as the state-, 
public-, or prison-account system." Primarily because no adequate 
supply of capital was provided for the installation of the public- 
account system, and because it was impracticable to lease the 
prisoners, the industrial and commercial administration from 1790 
to 1829 was actually conducted according to what is known as 
the “piece-price” form of the contract system. The contractors 
rather than the keeper furnished the raw materials, and the prisoners 
were paid a fixed amount for each unit of labor performed in sawing 
stone, weaving, dyeing, or shoemaking.? The following excerpt 

* Statutes at Large of Pennsylvania, XIII, 516 ff. 


2 Lownes, vp. cil., pp. 14-15, 20; Report of the Commissioners on the Penal Code, 
1828, pp. 52, 172-73, 179. 
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from the report of the inspectors of the Walnut Street Jail to the 
Commissioners on the Penal Code in 1826-27 gives a fair picture 
of the nature of the industrial administration which prevailed at 
this period: 


The convicts are not allowed to work for their own benefit, although if 
they are industrious and healthy and have constant employment, they may 
have a balance to their credit in the accounts which are kept according to 
law with each convict. Instances have occurred, of considerable sums having 
been paid to convicts on their discharge from prison. 

The employment of the prisoners depends entirely upon the wants of 
individuals unconnected with the institution. The inspectors, having no 
capital as a corporation, do not purchase the raw material in any case, except 
what is necessary for convicts’ clothing. We have no agreements with persons 
employing the men, which can justly be construed into a contract. Farming 
the men out is not thought of, and it is scarcely practicable, from the nature 
of the occupations which are carried on. Stone in blocks, from the quarry, 
is sent to us to be sawed, for which we receive 18 and 2o cents per foot. Yarn 
is sent to be dyed and worked into cloth, for which we receive 6 cents per yard; 
and in no case is there any agreement but that the prices shall not be raised 
without due notice.* 


The industrial administration of the penal institutions of 
Pennsylvania since the establishment of the state penitentiaries 
can best be interpreted after a brief review of the prevailing tend- 
encies in this field in the country at large. In the earliest period 
of prison industry sales of prison-made products were difficult 
because there was no well-established connection between the 
prison shops and the customers outside. With the rise of the 
“‘merchant capitalist” in this country in the period following 1825, 
this deficiency of the earlier period was remedied and an inter- 
mediary was found who was only too glad to furnish raw mate- 
rials and take the finished product at an agreed-upon rate. The 
merchant capitalist usually employed the piece-price system of 
contracting for prison labor, but in some cases he carried the 
process one step farther and leased the labor of the prisoners out- 
right during the working-day and assumed full control and direction 
of their labor. The system of contract convict labor, then, was 
but one incident in the rise of the merchant capitalist. Home 


* [bid., pp. 172, 179. 
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‘ 


labor and the “sweat-shop”’ were other phases of his attempt to 
secure cheap labor." 

While contracting for the labor or the product of the labor of 
prisoners became well-nigh universal in this country from 1835 
to 1885, the Eastern Penitentiary remained wholly aloof from this 
prevailing tendency, and the history of its methods of industrial 
control and administration is chiefly interesting by way of con- 
trast with the prevailing practices. Nor were prisoners ever 
congregated in shops in this institution until after 1913. The 
general and practically universal method of industrial administra- 
tion in the Eastern Penitentiary was the complete management 
and control of the labor of the convicts by the prison authorities. 
They purchased the raw materials, supervised the industrial 
operations, and sold the products in the open market. In this way 
they maintained almost a pure example of the public-account sys- 
tem. Only in rare instances did the authorities yield to temptation 
and make some concessions to the piece-price type of the contract 
system, and never have any inmates of the Eastern Penitentiary 
been leased to contractors. The explanation of this unusual 
exception to the prevailing practices must be sought not only in 
the ethical and penological theories of the governing authorities 
of the penitentiary, but also in the limitations imposed by the 
Pennsylvania system of separate confinement of prisoners. This 
would not permit the congregation of prisoners in shops, and the 
extra burdens and difficulties imposed by the necessity of inspecting 
and directing the labor of hundreds of prisoners in separate cells 
were greater than the merchant capitalist cared to assume when 
most other penal institutions welcomed the congregate workshop 
and the contract system. The following citations from the Annual 
Reports of the Inspectors of the Eastern Penitentiary indicate the 
main arguments advanced in support of their procedure. They 
were, in most cases, written by Richard Vaux, the most persistent 
and enthusiastic champion that the Pennsylvania system produced. 
Whatever one may think of the other aspects of the general argu- 
ment, the satisfaction expressed over the unremunerative aspects 


t See the admirable summary of this phase of prison labor by Edward B. Mittel- 
man, in J. R. Commons, A History of Labour in the United States, I, 344 ff. 
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of the Pennsylvania system must probably be looked upon as 
evidence of ‘psychic compensation” and secondary rationalization. 


The labor of convicts here is not farmed out as in some State Penitentiaries. 
This course is open to many objections. It is not perceived that any advantage 
can result to the prisoner or the institution. The prison authorities, by the 
operation of this plan, have a divided duty. They are bound to the contractor 
for the labor he exacts for his per diem paid for each convict. This is the most 
important interest. The care of, and the discipline, and the reformatorial 
influences which ought to be faithfully exerted for the benefit of the convict, 
as well as of society, being less palpable when in contrast with revenue, it 
might most naturally happen the contractor is favored to the detriment of 
the convict. .... 

Conscious of being a convict, associated in common with others like 
themselves, degraded as far as a knowledge that their condition is partici 
pated in by their fellow prisoners can degrade, and feeling that their labor is 
sold in advance of its performance; an involuntary service exacted during an 
involuntary servitude; every impulse to reform is crushed, and every effort 
to regain a lost position in society is destroyed. Convicts in congregation 
may produce a paying productiveness from their prison pursuits, and yet 
result in the worst economy for the Commonwealth. That State has little 
to boast of, when it rejoices that its penal institutions are remunerative.' 

Taking the best view of this convict labor in its profitmaking, self-support- 
ing aspect, it is simply to be thus stated: an individual commits crime, is 
convicted, his physical capacity to toil is sold to a contractor who becomes the 
partner of the State in the manufacture of certain products, and from the sale 
of these products the State gets part of the profit, the contractor a part of the 
profit; while the outside free laborer is paid as low a price for his free time and 
capacity, as his employer can afford, to come into competition with the State 
as a manufacturer. This is called punishment of the convict for his crime.? 

In the administration of the discipline here, no one but the regular officers 
of the prison teaches trades, superintends the labor, or has care of the 
prisoners. The labor of the prisoners is used only for the manufacture of 
goods which are sold in the open market, and command from the trades a 
price, by reason of the care used in securing the best work. Underselling the 
market is not permitted, so that no general industry suffers from a reckless 
competition. 


The authorities of the Eastern Penitentiary have since 1852 
endeavored to stimulate the industrial activity of the convicts by 
distributing to them in money one-half of the profit from their 


* Annual Report of the Inspectors of the Eastern Penitentiary, 1855, pp. 8-9. 
? [bid., 1879, p. 76. 3 [bid., 1883, p. 103. 
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labor, as measured by the difference between the cost of their 
maintenance and the revenue from their work. This amount has 
varied, reaching its high point in 1915, when $19,743 was assigned 
to the convicts on this basis. 

Little detailed information exists as to the industrial administra- 
tion of the Western Penitentiary before the Civil War, but from 
what is available it is apparent that both the public-account 
system and the piece-price variety of the contract system were 
employed.' In 1866 and 1867 the inspectors of the institution, 
realizing that a revolution had taken place in American industry, 
strongly urged the abolition of the cellular employment and the 
introduction of congregate shops. This was permitted by an act 
of April 8, 1869, and the first shops were opened in 1873. The 
pendulum soon swung to the opposite extreme, and in 1873 the 
institution adopted one of the most exceptionable types of the 
contract system, namely the hiring of the labor of the prisoners 
by outside contractors. This change was hailed by the inspectors 
as ‘‘the great and crowning feature of our success in the depart- 
ment of labor.’? The institution retained, however, complete 
control over the discipline and care of the convicts leased for 
industrial purposes. In their Report for 1874 the inspectors set 
forth the following justification of their innovations in industrial 
administration: 

The advantages of this system to the state are numerous: There is no 
capital required to carry on the manufacturing business; the responsibility 
of purchasing raw material and disposing of the manufactured goods is 
obviated; the fluctuations of trade, decline in prices, carrying over unsold and 
unsaleable goods, the risks incident to the credit system, and the trouble and 
expense of hunting up customers and consumers for manufactured work, are 
all escaped. We supply our daily work and receive our compensation 
therefor.‘ 


In their Report for 1877 the inspectors of the Western Peniten- 
tiary presented their arguments against the public-account system 
in a comprehensive fashion. This attitude contrasts sharply with 


* Report of the Inspectors of the Western Penitentiary, 1837; ibid., 1838; House 
Journal, Il, 430; ibid., 1838, II, 248. 

? Report of the Inspectors of the Western Penitentiary, 1873, pp. 9, 23-24- 

3 Ibid., 1874, pp. 6-7. 4 Ibid., 1874, pp. 17-18. 
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the denunciations of the contract system by the officials of the 
Eastern Penitentiary which have been cited above. 


We object to working on State account for the following reasons: 

1st. The Commonwealth cannot ordinarily become a successful manu- 
facturer. It is impossible to avoid waste and extravagance when there is an 
exhaustless fund to meet deficiencies. 

2nd. It is an extremely rare occurrence to find any one man, in whom are 
combined the proper qualifications that would enable him to superintend the 
mechanical operations of the shop, economically and judiciously purchase the 
raw material, and wisely and safely dispose of the products, and at the same 
time to control the disciplinary features of the prison. Either department 
is sufficient for any one man. 

3rd. The capital required of the State for machinery, stock, &c., to work 
the different branches in this Institution would not be less than $200,000, and 
the probability is that it would be exhausted every five or ten years. 

4th. It would require a place of business in the city to dispose of manu- 
factured goods (thus coming in direct conflict with outside competition), 
besides requiring a host of salesmen to find customers and a market for the 
products. 

5th. It would oblige us to run the risk of periodical shrinkage in the value 
of stock, the wear and tear of machinery, and the constantly recurring losses 
in bad debts and depreciation in unsold and unsaleable goods. 

6th. On the other hand, by adopting the contract system we avoid all 
risks of losses in machinery, stock and bad debts, the perplexities of buying, 
manufacturing and selling, and the unpleasantness of coming in conflict with 
the outside world engaged in a like business. 

7th. And what is the most important of all, we retain control of “our 
convict.” We direct his movements, his labor, his health, his food, his 
behavior, his prison rights and sanitary regulations. As on a solid rock the 
Inspectors place themselves upon the contract. They stand between the 
contractor and the convict; and while, on the one hand, they require obedience 
and faithful labor from the unwilling subject; on the other they insist upon 
courteous treatment and gentlemanly civility from the contractors and their 
subordinates." 


In spite of these considerations, the legislature yielded to the 
demands of organized labor, and an act of June 13, 1883, abolished 
the contract system and introduced the public-account system. 
This prevailed, with additional limitations after 1897, until an 
act of June 1, 1915, established the state-use system. The laws 
passed following March 30, 1911, which have allowed the employ- 
ment of the inmates of the Western Penitentiary in the erection 


* Ibid., 1877, pp. 9-10. 
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of the new penitentiary at Rockview, have for all practical purposes 
introduced a limited form of the public-works-and-ways system. 
The Western Penitentiary has, then, in the history of its systems 
of industrial administration illustrated all the great historic modes 
of controlling and directing convict labor. The great farm which 
has been purchased and is being operated at the new Rockview 
site in Center County also makes it certain that the institution 
will become a pioneer in the new trend toward outdoor labor and 
agricultural pursuits as the most approved method of furnishing 
healthful and remunerative employment for prisoners.* 

The Western Penitentiary was for a time even more liberal 
than the Eastern in its financial reward to industrious convicts. 
From 1870 to 1888 it assigned to the prisoners the whole excess of 
their product over the cost of maintenance. The largest amount 
thus distributed was $19,567 in 1884. 


5. STATE RESTRICTION OF PRISON LABOR 


From the very period of its origin convict labor has been opposed 
by free labor. As early as 1823, at the very time when the Auburn 


system was first coming into existence, the mechanics of New 
York City protested against the alleged menace of convict labor. 


Your memorialists have seen the convicts imperfectly educated in various 
trades, hired out to individuals, in some instances at reduced compensation, 
and in others employed for the benefit of the state, and the products of their 
labour thrown into market and disposed of at a price very little above the 
cost of materials of which they were manufactured, to the ruin of free 
mechanics.? 

The opposition of free labor to convict labor did not abate, 
and the only reason that it was unable to effect any particular 
change in the methods of convict labor until the seventies and 
eighties was that labor organizations had not become powerful 
enough until that time to exert much pressure in either an economic 
or a political way. 

t Report of the New Western Penitentiary from Its Inception to August 31, 1916, 
pp. 5- 10. 

2 Commons, op. cit., I, 155. 

3 For references to the early history of this conflict, see Commons, op. cit., 
282, 367-70, 431-32, 443, 459-60, 492; II, 33-37, 85 ff., 196 ff., 243, 351, 462-63, 
488-93. 
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With the rise of the Knights of Labor, following 1869, and of 
the American Federation of Labor, after 1885, the free laborers were 
provided with organizations of sufficient size and coherence to 
exert some adequate influence on economics and politics. From 
1880 to the present time a steady fight has been kept up by labor 
and its political agents and allies, until at the present time contract 
convict labor has been abolished in more than one-half of the states 
of the Union. The tendency has been to substitute for the con- 
tract system the public-account and the state-use systems. To 
some degree the success which labor has met in abolishing contract 
convict labor has been due to the political exploitation of the 
labor vote by politicians who felt that they might readily concede 
this insignificant demand and thereby divert labor from vigorous 
demands for more vital liberal policies. The whole issue of convict 
labor has nowhere been more judiciously summarized than in the 
following citation from Carroll D. Wright: 


In the many investigations which have been made in relation to the 
prison labour question, few instances have been found where prices have been 
affected in the least, and rarely a case where wages have been lowered in con- 
sequence of the employment of convicts in productive industry. Nevertheless, 
the moral effect of the supposed competition, and of whatever real competition 
may have occurred, has been sufficient to create a demand in nearly all of the 
States of the Union for some regulation of the employment of convicts under 
which competition can be entirely or largely removed, and for the last twenty 
years or more political platforms have often contained a paradoxical plank 
demanding that convicts should be employed, not only as a matter of health, 
but as a source of revenue to the state, but in such a way as to relieve honest 
industry of competition. It is an absolute impossibility to prevent competi- 
tion if convicts are to be employed in any way whatever. It must be admitted 
by all sane men that they should be employed and constantly employed upon 
intelligent labour. The problem, therefore, so far as the economics of the 
question is concerned, is either to reduce the competition to the lowest point 
or to manufacture goods in such a way and under such conditions that prices 
and wages can in no sense be affected. This is the whole of the economic 
side of the question from the productive point of view." 


By a curious irony of fate, Pennsylvania, which was the pioneer 
in prison labor both in the world at large and in the United States, 
has had the most disastrous experience of any state in this violent 


* An Outline of Practical Sociology, pp. 380-81. 
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reaction against convict labor and toward the enforced idleness of 
prisoners.' Down to the year 1883 the state interfered in no way 
with the mode of utilizing and administering the labor of prisoners, 
but since that date it has stepped in to regulate prison labor in a 
progressively more rigorous manner, until it succeeded in paralyz- 
ing the industrial systems of the state penitentiaries. The vigor 
in this direction may be in part explained by the early and thorough 
industrial development of Pennsylvania and the particular strength 
of the first powerful labor unions in that state. 

The first important victory of the labor element in their struggle 
against convict labor in Pennsylvania came in the act of June 
13, 1883, which abolished contract labor in all state and county 
penal institutions. The act decreed that the convicts were to be 
employed ‘‘in behalf of the State,”” but the method actually intro- 
duced was the public-account rather than the state-use system.’ 
The act had no effect on the Eastern Penitentiary where no 
contract labor had been employed, but it totally disrupted the 
industrial system of the Western Penitentiary. Another act of 
June 20, 1883, decreed that all goods made in any penal institution 
in the state should be marked with the words ‘‘convict made”’ 
and the name of the institution manufacturing them. Only goods 
made for shipment outside of the state were exempted from the 
operation of this law. In 1891 the eight-hour day, which had 
been a vital phase of the program of the new national labor organi- 
zations, was introduced into all the penal institutions of Penn- 
sylvania.4 Prison labor in Pennsylvania could very well have 
withstood the restriction imposed by the laws of 1883 and 1891, 
which certainly provided for the elimination of most of the possible 
abuses in prison labor, but neither politicians nor labor agitators 
were willing to stop at this point. The high-water mark of state 
interference with convict labor was reached in the act of April 
18, 1897. This law was probably the most disastrous and ill- 
conceived in the whole history of a type of legislation conspicuous 

« Cf. L. N. Robinson, Employment and Compensation of Prisoners in Pennsylvania, 
1915, Pp. 59, 63. 

2 Laws of the General Assembly, 1883, p. 112. 


3 [bid., p. 125. 4Ibid., 1891, p. 100. 





THE ECONOMICS OF AMERICAN PENOLOGY 635 


for shortsightedness and lack of understanding of those deeper 
problems involved, which Colonel Wright describes in the above- 
cited passage. It ended for the time being all hope of a just and 
equitable solution of the problem of convict labor in such a way as 
to conserve the interests of labor, the commonwealth, and the 
prisoners. The act ordered 


That, from and after the passage of this Act, no warden, superintendent, 
or other officer of any State prison, penitentiary, or State reformatory, having 
control of the employment of the inmates of said institution, shall employ 
more than five per cent of the whole number of inmates of said institution in 
the manufacture of brooms and brushes and hollow-ware, or ten per cent in 
the manufacture of any other kind of goods, wares, articles or things that are 
manufactured elsewhere in the State except mats and matting, in the manu- 
facture of which twenty per cent of the whole number of inmates may be 
employed: Provided, That this Act shall not apply to goods manufactured 
for the use of inmates of such institutions. 

That no machine operated by steam, electricity, hydraulic force, 
compressed air, or other power, except machines operated by hand or foot 
power, shall be used in any of the said institutions in the manufacture of any 
goods, wares, articles or things that are manufactured elsewhere in the State." 


As if to make the effect of this law still more pernicious, the 


Attorney-general of the state rendered an opinion that the law 
meant that either 5, 10, or 20 per cent might be employed, but 
never the maximum of 35 per cent of the inmates.? From that 
date until the present prison labor has been a farce and a misnomer 
in Pennsylvania. According to the statistics gathered by an 
investigator in 1909, out of the 2,900 idle able-bodied prisoners 
in the entire United States, no less than 2,073 were listed as being 
in Pennsylvania. Yet penologists unite in agreeing that the chief 
evil of unemployment is not economic loss so much as disciplinary 
and reformative deterioration. It is impossible to state in any 
quantitative way the volume and diversity of evils in prison 
administration and personal suffering which have flowed from this 
deplorable law. Thousands of men have been compelled to spend 
months and years at a time in complete idleness in their cells. 

* Laws of the General Assembly, 1897, pp. 170-71. It should be noted that this 


law not only broke up the industrial system, but also attempted to force the indus- 
tries back into the handicraft stage of industrial technique. 


2 Report of the Inspectors of the Western Penitentiary, 1897-98, pp. 8-9. 
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No adequate physical exercise has been possible, and opportunities 
for moral and intellectual improvement have scarcely existed. 
Only those who have, as penal administrators or investigators, 
observed a thousand convicts existing in more or less complete 
idleness can comprehend the effects of such a condition in produ- 
cing general physical, mental, and moral deterioration, as well as 
creating an unnecessarily large economic burden on the finances 
of the state. 

In the period following 1909 have come a series of reforms in 
penology in Pennsylvania equaled only by the achievements 
between 1786 and 1792 or between 1818 and 1829. It was inevit- 
able that the intolerable condition of prison labor and industry 
should be one of the first matters to engage the attention of all 
progressive reformers. An act of July 25, 1913, authorized the 
governor to appoint a commission to prepare recommendations 
looking forward to the re-establishment of some systematic prison 
industry in the state." The commission submitted a brief but 
comprehensive report on February 15, 1915.7. In addition to more 
general information, it contained a brief history of prison industry 


in Pennsylvania, a vigorous criticism of existing conditions, and 
the following recommendations for future improvement: 


The employment under the State-Use system of the Inmates of the East- 
ern Penitentiary, the Western Penitentiary and the Pennsylvania Industrial 
Reformatory at Huntingdon. 

The administrative machinery necessary for the introduction of the 
State-Use system in these three institutions. 

The purchase of a moderate sized farm to be used in connection with the 
Eastern Penitentiary. 

An opportunity for the counties to employ the inmates of the jails, work- 
houses, houses of correction, etc., in the production of goods for the use of 
county institutions or the inmates thereof. 

The creation of six industrial farms for misdemeanants and the employ- 
ment and compensation of the inmates. 

A modification of the existing wage system in so far as it applies to 
the Eastern Penitentiary, the Western Penitentiary and the Huntingdon 
Reformatory.3 

* Report of the Penal Commission on the Employment and Compensation of Prisoners, 
February 15, 1915, p. 8. 


2 Ibid., passim. 3 Ibid., p. 27. 
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Following out the recommendations of the commission, an act 
was passed on June 1, 1915, which embodied the more important 
suggestions of the commission. It ordered the introduction of the 
state-use system for all able-bodied prisoners and created a 
‘Prison Labor Commission” to supervise the administration of 
the new system of industry.‘ The immediate results of the law 
were not as satisfactory as had been hoped. It caused the disrup- 
tion of the little industry which then existed and was not successful 
in providing state-use industries in their place. The chief defect of 
the act was that it imposed no obligation upon public institutions 
to purchase or give preferential bids on prison-made goods, thus 
failing to insure any market for them. This fatal shortcoming has 
been well summarized by Mr. Albert H. Votaw: 


These laws must be reinforced by additional legislation before they become 
very effective. There is not any obligation on the part of any prison board 
to institute these industries. They merely have the privilege of furnishing 
employment. And unless there is some market to which they may look 
with reasonable certainty for the disposal of products, there is little or no 
encouragement to establish these industries. No prison board will be inclined 
to establish a furniture manufactory unless there shall be a call for the furni- 
ture. The Mayor of Buffalo cannot order a desk or a chair for his room unless 
he has first made a requisition on the manager of prison products in the State 
of New York. If the prisons make what is desired, he is under obligation to 
purchase from them. If he purchases furniture elsewhere the controller will 
not honor the bill unless accompanied by a letter from the sales manager of 
prison products that such articles are not in stock. We must have some such 
system in this State before there will be any successful operation of the laws 
on this subject.? 


Though the situation as to employment in penal institutions in 
Pennsylvania in 1919 was worse than in 1915, it cannot be denied 
that the act of 1915 marks a real step in advance and opens the 
way for a restitution of the industrial efficiency for which the 
Pennsylvania penal institutions were once justly noted. The 
disastrous immediate results have arisen in part from the difficulties 
inherent in a transition from one system to another. The only 
legislation which has thus far actually relieved the unemployment 


* Acts of the General Assembly, 1915, pp. 656 ff. 
2 Penal Legislation in Pennsylvania, 1915, pp. 12-13. 
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~ 


situation has been that authorizing the employment of prisoners 
in constructing the new penitentiary at Rockview and in cultivat- 
ing the great farm connected with that institution. What is needed 
is to strengthen the law of 1915 by making it compulsory for 
state institutions to purchase prison-made goods when they are 
needed, to get the inmates of the Western Penitentiary removed to 
the great prison farm at Rockview, to establish a prison farm for 
inmates of the Eastern Penitentiary, and to secure more extensive 
use of convicts on highways and public works." 

In the Pennsylvania Reformatory at Huntingdon there has been 
an interesting development in another direction. This institution, 
primarily for the younger adult first offenders, has established 
the most elaborate trade school to be found in any such institution 
in the country. As it has been impossible to manufacture for sale 
on any large scale, the work has been of educational rather than 
of economic significance, thus making the institution stand at the 
opposite extreme from such a reformatory as that at Rahway, 
New Jersey, where manufacturing productivity is mainly stressed, 
though not divorced from technical training. 


6. THE SYSTEM OF MAINTENANCE IN PENNSYLVANIA PENAL 
INSTITUTIONS 


A review of the systems of maintenance and accounting in the 
state penitentiaries is interesting as illustrating the continuity 
from the period of the formation of state penal institutions and the 
persistence of county independence and autonomy, which was so 
noticeable in the Colonial period.2 The method of providing 
support for the state penitentiaries rests in a historical sense upon 
the act of May 27, 1789. It was therein provided that any 
prisoners sentenced to more than twelve months imprisonment in 
any county in the state might be sent to the Philadelphia Jail on 
Walnut Street. The cost of maintaining that institution was to 
be divided between Philadelphia and other counties in proportion 

* Some improvement may be expected to result from the comprehensive act of 
1921 reorganizing the administration of the penal and charitable institutions of the 
state. See The Prison Journal, July, 1921. 

? George Elliot Howard, Local Constitutional History of the United States, p. 383- 
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to the number of convicts sent from each county. Philadelphia 
County was to receive in addition £100 for the extra expense of 
administering the Walnut Street Jail. In case the profit from the 
labor of prisoners exceeded the cost of maintenance, the excess 
was to be divided among the counties in proportion to the number 
of their convicts in the institution.’ This same general arrange- 
ment was continued by the act of April 5, 1790.” 

When the two state penitentiary districts were organized in 
Pennsylvania by the act of April 10, 1826, it was provided that 
the expense of maintaining the prisoners in each district should 
fall upon the counties in the district. All earlier regulations, 
however, were superseded by the act of April 23, 1829, which has, 
with only minor modifications, governed the maintenance systems 
of the state penitentiaries from 1829 to the present day.‘ This 
act was, however, based upon the general premises and precedents 
established by those of 1789, 1790, and 1826. Expenses for main- 
tenance were to be borne by the counties, while the state was to 
pay the salaries of prison officials. This act of 1829 has remained 
in force to the present day, modified only by unimportant minor 
amendments. While it was not the object of special legislation, 
it has become a part of fixed precedent that the state, in addition 
to paying salaries, shall make appropriations for all important 
alterations and additions to the penitentiary buildings and for all 
extraordinary and unusual expenditures. 

This method of dividing the cost of maintaining and administer- 
ing the state penal institutions between the state and the counties 
differs from the system used in the majority of the eastern states, 
where the county has never had the importance that it has retained 
in Pennsylvania and developed in western states. In other eastern 
states the total expense of conducting the penal institutions of the 
state is normally borne by the state and raised as a part of the 


* The Statutes at Large of Pennsylvania, XIII, 246, 250-51. 
? [bid., p. 527. 
3 Acts of the General Assembly, 1825-26, pp. 280-81. 


4 Laws of the General Assembly, 1828-29, pp. 341 ff; Richard Vaux, Sketch of the 
Origin and History of the Eastern Penitentiary, pp. 36-51; Acts of the Assembly Relating 
to the Eastern Penitentiary, pp. 46-47. 
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state tax. The method in Pennsylvania is, perhaps, more 
equitable, in that counties pay in proportion to the number of 
convicts that each sends to the state penitentiary in its district; 
but this advantage is to some degree offset by the added burdens 
and confusion of several systems of accounting and by the fact 
that in cases where the state is for one reason or another delinquent 
or deficient in its allowances to the penitentiary the deficiency has 
to be met by the counties. 

A review of the financial history of the state penitentiaries does 
not present a cheerful picture. In the decade of the forties and 
in a few years since, the Western Penitentiary earned enough 
through prison labor slightly to exceed the cost of maintenance 
exclusive of salaries. With the possible exception of the year 
1864, this institution has never equaled through its earnings the 
combined cost of maintenance and salaries, and since 1864 it has 
never earned even approximately an amount equal to the main- 
tenance expenses, to say nothing of the ever growing salary list. 
Never in its history has the Eastern Penitentiary failed to be a 
burden upon both the state and the counties, having never earned 


« The following statistics will give some indication of the financial loss sustained 


in operating the state penitentiaries. 
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enough in any year to equal the cost of feeding and clothing the 
convicts. While the earnings of the Western Penitentiary increased 
to a notable degree under the congregate system, they did not 
increase as rapidly as did the cost of maintenance. But without 
entering upon the disputed question of the relative economic stand- 
ing of the Pennsylvania as compared with the Auburn and Irish 
systems, it cannot be denied that the state penitentiaries of Penn- 
sylvania have been a real burden upon both state and counties, 
particularly in the period since the Civil War. No extenuating 
circumstances or compensation of educational or reformative 
advantages can be claimed in the way of offsetting this economic 
load, as is the case with the Huntingdon Reformatory. No attempt 
has been made to provide vocational instruction, and both convicts 
and prison authorities have generally united in the contention that 
the life of disintegrating and enforced idleness leaves the convict 
worse at discharge than upon reception. Finally, it should be 
noted that the economic burden imposed by low earnings and a 
high maintenance cost was never relatively as great as it is at the 
present day. The chief explanation of this is of course the restric- 


tive labor legislation dealt with above and the failure to remedy 
the situation adequately by the law of 1915. 


7. SUMMARY 


As this article is in itself little more than a summary of leading 
facts and tendencies in the economics of Pennsylvania penology, 
no formal summary is necessary. It should have made clear the 
intimate relation between the larger phases of the economic develop- 
ment of penal administration and the economic progress of the 
country as a whole. The industrial phases of American penology 
cannot be interpreted aright without a knowledge of the under- 
lying tendencies in economic history and the principles of economics. 
Technology, organization of industry, labor policies, and systems 
of maintenance are all inseparably bound up with economic history 
and doctrine. The greatest weaknesses of economic penology, as 
well exemplified by the history of the Eastern Penitentiary, have 


*See Richard Vaux, op. cit., p. 125, for an attempt to prove the Pennsylvania 
system more economical than the Auburn system. His effort does not carry con- 
Viction. 
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been exhibited when penal institutions have departed or held aloof 
from prevailing economic tendencies or sound economic principles. 
It is equally evident that the science of economics should include 
within the scope of its interests and investigation the economic 
phases of penology. There can be no hope for a sound penology 
which is not built upon an adequate material foundation, and this 
can be guaranteed only by an injection of valid economic principles 
into penal administration. The divorcing of penology from 
economics has been attended with disastrous results. No sound 
economic doctrine would have sanctioned either the excesses of the 
attack of labor organizations upon convict labor or the capitula- 
tion of legislators to this assault. Nor could one expect an economist 
to sanction a law which looked forward to the provision of a supply 
of a definite type of commodities wlthout insuring the possibility 
of an adequate demand for them. Finally, the problems of 
reformation, economic or technical education, after-care of dis- 
charged convicts, the relation between criminality and economic 
pressure, the support of relatives of convicts, and restitution to 
injured parties are matters which fall within the province of the 


welfare economist. 
Harry ELMER BARNES 
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THE SHIFTING OF TAXES ON SALES OF LAND AND 
CAPITAL GOODS AND ON LOANS 


I 


A tax on commodities is wholly or partly shifted upon consumers 
according as the taxed goods are produced under conditions of 
constant or increasing cost, respectively, and according as the 
demand for these goods—if they are produced under conditions 
of increasing cost—is absolutely inelastic, or is more or less elastic. 
If the conditions of production of a taxed commodity are those of 
constant cost, and if the industry is a competitive one, all of those 
in the business (with their land and capital) would leave and go 
into some other line or lines of production rather than bear any 
special tax.’ If the demand for a taxed article is absolutely elastic, 
all the consumers will refuse to buy rather than pay an appreciably 
higher price. Usually both demand and supply are somewhat 
elastic. Some of the persons engaged in producing the taxed article 
are unwilling to continue so doing unless they can shift substantially 
the entire tax; but others may be willing to continue producing 
though they can shift but a part or none. Likewise, some buyers 
will not purchase a taxed good, or will purchase appreciably less 
of it, if the tax is shifted to them in any noticeable degree; but 
others will purchase though they have to pay some or all of the 
tax in the form of a higher price. A tax on commodities, therefore, 
or on a given commodity, while it is usually borne chiefly by con- 
sumers, may frequently be borne in part by producers of the goods 
or good taxed. 

The case of taxes on sales of land or capital goods or on mort- 
gages or loans is analogous. But while taxes on commodities fall 
upon consumers as such, regardless of the various sources of their 
incomes, and so rest on interest, wages, and rent,? we may find that 

* Obviously those in the industry, along with others, will, as consumers, help pay 
this or other taxes levied on commodities. 


2 If, there being no more money or bank credit expended, prices of taxed goods 
rise, other prices tend to fall. If all commodities are taxed, and their prices rise, 
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taxes on sales of land or capital goods or on loans have a somewhat 
different ultimate incidence. 

Let us begin by asking what would be the incidence of an appre- 
ciable tax on sales of land, e.g., 1 per cent of the value of each sale. 
We may assume that only some buyers and some sellers are 
marginal, that the remainder of buyers would pay a higher price 
rather than not buy, and that the remainder of the sellers would 
accept a lower net price rather than not sell. To illustrate the 
likely situation, on a small scale and in a simple way, we may 
suppose a number of pieces of land of equally good quality and 
location. Five of these tracts are owned by A, B, C, D, and E, 
respectively, each of whom would sell for a price of $10,000. Of 
the potential buyers, five, V, W, X, Y, and Z, would purchase at 
that price. The price of $10,000 is, then, a price at which all the 
land of the given description can be sold which the owners are 
willing to sell at that price. It is the price which “equalizes demand 
and supply,”’ in the absence of any tax on the sales. 

But what will be the conditions of equalization of demand and 
supply if sales of land are obstructed by a 1 per cent tax? Since, 
by hypothesis, some of the buyers are marginal, the price of what 
land is sold can rise by the entire amount of the tax only if several 
of the sellers are also marginal, i.e., would rather keep their land 
than to receive for it, after subtracting the tax, less than $10,000 
for each tract or plot. If all of the would-be purchasers are mar- 
ginal, any rise of price whatsoever must result in no sales; and if 
all of the would-be sellers are marginal, their inability to charge 
any higher price because of the tax must result in no sales. But 
if, of the five owners of land who, in the absence of a tax, would 


money incomes tend to fall. Where an extra price has to be paid for an article, 
because of a tax, the tax money paid tends to be prevented from acting so immediately 
to make demand for other goods as it might were the tax not required. The present 
writer discussed this point partiaily in an article in the Journal of Political Economy 
for June, 1920, entitled “‘Some Frequently Neglected Factors in the Incidence of Taxa- 
tion.” Emphasis was then placed on the fact that, in the case of indirect taxation, 
the tax money goes through several hands on its way from consumers to government. 
But even if consumers, when buying taxed goods, paid the tax directly to government, 
the money so paid might, for a very short time, be prevented from acting so as to 
make demand for other goods. 
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sell for $10,000, three would rather take (say) $9,940 net than not 
to sell; and if, of the five prospective buyers, three would rather 
pay $10,040 than not to buy, then three sales will take place in 
spite of the tax, and the tax will be borne $40 by each purchaser and 
$60 by each seller... Demand and supply will be equalized, assum- 
ing a tax of $100 on each sale, with a net sale price of $9,940 and 
a gross sale price of $10,040. The tax is then divided between 
buyer and seller. 

So far, the argument is perhaps obvious and, possibly, common- 
place. But further analysis is desirable. From what sort of 
economic income is the tax paid—or does it come from several 
sources? Is it drawn from rent or from interest or from wages ? 
Let us consider, first, whatever part of such a tax is paid by the 
purchaser. Before we inquire whether, of the part paid by the 
purchaser, any portion is drawn from economic rent, we may 
advantageously state our conception of rent. The rent of such a 
piece of land as we have in contemplation is to be reckoned as 
measured and determined by the difference between the annual 
product of industry and what that product would be if this specific 
piece of land were non-existent, and if, therefore, the labor and 
capital employed upon it had instead to be used on the margin 
(extensive or intensive) of production. Those business enter- 
prisers to whom it makes the maximum difference whether or not 
they secure the use of supramarginal land of a given description, 
will ordinarily offer enough for it so as to outbid enterprisers to 
whom its relative advantages are less. The rental value of 
land of this description is (assuming perfect competition) what 
that tenant would pay who is a marginal tenant, i.e., who is just 
induced to hire a piece of this land, and without whom the supply 
of such land, offered at the given rent, would exceed the demand. 
Tenants of other plots of land of this description, who are supra- 
marginal tenants, may produce absolutely more from the land they 
hire than does the marginal tenant from his, or they may produce 
merely more relatively to what they could produce on no-rent 


‘If the tax is reckoned as 1 per cent of the net sale price, it is $99.40; if 1 per cent 
of gross sale price, it is $100.40. It has seemed well enough, in the text, to reckon 
the tax at $100 on each sale. 
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land or more than they could earn as hired employees. But 
whatever these supramarginal tenants get in excess of the rent 
they pay (and in excess of interest on the capital they use) may 
fairly be reckoned as their wages or remuneration for effort, or, as 
it is sometimes called when the effort is self-directed, their profits." 

A tax on land sales may conceivably have an indirect effect on 
rent although, in the respect we are about to discuss, it is unlikely 
to. Thus, such a tax may make some would-be purchasers prefer 
to be tenants and so may tend to increase the demand for land to 
rent. But it seems about equally likely that the tax would make 
some intending sellers prefer to lease their land to tenants, and 
would so increase the supply of land to be rented. _ 

A tax on sales of land may, however, be drawn directly from 
rent. Suppose, for example, that the supramarginal buyer, who 
can rather afford to pay a part of the tax than not to buy, is inter- 
ested in this land only as a prospective recipient of rent. He does 
not intend to do any work on it or to improve it in any way, but 
merely to lease it—perhaps for fifty years—with suitable guaranty 
of rent payment. He purchases the land, perhaps because a change 
of residence removes him so far from property he formerly owned 
as to make him fear loss through lack of oversight. He therefore 
sells his former property, but from the rent which his new property 
yields, a part must be subtracted to reimburse him for the tax. 
In such a case the tax is drawn, in the last analysis, from rent. 

But the tax may in other circumstances be drawn from labor 
income. Consider the case of a supramarginal buyer, who, as a 
tenant, could earn for himself $1,000 a year in excess of rent and 
interest, and who could invest his funds in bonds or mortgages so 
as to get as large a per cent return as the economic rent of the land 


‘If there is a larger number of persons to whom supramarginal land of the given 
description is relatively much better than the rest, then the person who was a marginal 
tenant of this land falls below the margin since others outbid him. The new marginal 
tenant is one who can afford to pay more for it. Under these circumstances the 
difference between having and not having in the community any given tract of such 
land is greater than before. Its marginal product is greater. But the marginal prod- 
uct of the tenant who is now just induced to hire such land is less than if there were 
fewer to bid against him. Worth-while use of this land does not depend so exclusively 
upon him and a few like him. 
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would be. Such a buyer, however, might be one who, with the 
freedom and power of initiative of an owner of the land, could get 
by using it, not only what it would rent for,’ but $1,100 a year 
besides. In other words, he might be a person whose labor income 
as such would be $100 a year larger if he could direct his own labor 
entirely and use his own judgment in managing the land than if 
he had to work as a tenant or an employee. Such a person could 
better afford to pay a part or all of the tax than not to become an 
owner. The tax would be, in ultimate effect, a subtraction from 
his labor income. He would be able to pay the tax because his 
labor income as an owner of this land so far exceeds his labor 
income in any other option. He can pay it because he has a profits 
or wages surplus above what would be necessary to make him 
follow the occupation of an independent entrepreneur or enter- 
priser. In the absence of the tax he would simply enjoy this 
surplus labor income. But since it is a larger labor income than 
he can secure in his best alternative, and since he has available 
funds to invest, he is willing to pay a higher price for his land in 
order that he may enjoy this surplus. He is willing, if necessary, 
to purchase the privilege of earning such a surplus. And in that 
sense the tax, or the part of it which he pays, may be regarded as 
a capital investment looking toward a larger future income than 
the purchaser could otherwise get from his labor. 

In passing it may be added that, when land is bought by a 
consumer as such, e.g., for a home, the supramarginal buyer pays 
his part of the tax out of his ‘‘consumer’s surplus.”” Some would 
rather rent than pay any tax. They are marginal. Others are 
willing to pay a tax for the consumer’s satisfaction of ownership. 

Consider, now, the case of the sellers. The marginal seller 
will pay no tax. Rather than sell for less than $10,000 (to use 
the figure of our example) he perhaps will prefer to operate the land 
himself or to lease it and enjoy the rent. But another potential 
seller may be differently situated. Perhaps he lives so far from 
the land he owns that he would feel safer to invest in other property, 
and would so prefer to pay part or all of the tax rather than not 
sell. Part of the interest or rent, or both, derived from his new 


* Plus a reasonable interest on the cost of any improvements. 
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investment may then be regarded as drawn upon to pay his loss 
—though he may simply regard himself as permanently that much 
poorer. Still another potential seller may prefer to sell in order 
that he may work as an employee and relieve himself of supervisory 
functions for which he is relatively unfitted and which he cannot 
satisfactorily delegate. Such a seller in effect makes good his tax 
out of the larger labor income which he is thereafter enabled to earn. 

That a tax on sales of land would prevent some exchanges and 
keep some persons from performing the functions for which they 
are best fitted is probably true. Efficiency of production might 
so be decreased. But our present interest is rather with the 
problem whence comes, in the last analysis, the tax money. 

It is perhaps hardly necessary to remark that similar conclu- 
sions would apply in the case of a tax on the sale or transference of 
any capital equipment. 

Il 

But perhaps a more interesting problem—and one which may 
be discussed in a very similar way—is the problem of the taxation 
of mortgages and of loans in general, and the shifting of such 
taxation. Economists in the field of taxation are wont to state 
that a tax on mortgages is shifted upon borrowers, although some- 
times they qualify the statement slightly, admitting that there 
may be cases where not quite all of the tax is so shifted. But the 
usual analysis is incomplete, and, therefore, unsatisfactory. The 
assumption is generally made that most lenders are marginal and 
will refuse to lend unless they can add practically the entire tax 
to the interest charged the borrower. This may be ordinarily 
true in jurisdictions where evasion of mortgage taxation is pre- 
vented, because practically every potential lender has an alterna- 
tive almost, if not quite, as good in his ability to invest in bonds or 
to invest in mortgages on property in another jurisdiction or state. 
If, and where, the potential lenders, however, through unfamiliarity 
with their other possible options, or through prejudice, are excluded 
from taking advantage of such options, these lenders are likely to 
bear part of such a tax, for most of them will prefer, perhaps, to 
receive somewhat lower net interest than not to lend. 
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We can perhaps get a clearer glimpse of the theory of the sub- 
ject if we suppose the alternatives of lending through some other 
method—such as bond-buying—to be shut off by making the tax 
general on all loans. Let us suppose, then, a federal tax of (say) 
2 per cent on loans of every kind, so that the lender may not 
avoid the tax by making a different kind of loan, or a loan in a 
different jurisdiction, and let us suppose that information or 
stoppage at source is so effective as to prevent evasion. Would 
the whole of such a tax be shifted to borrowers ? 

A proper solution of the problem requires a consideration of 
the various alternatives of borrowers and lenders. Undoubtedly 
some borrowers would be marginal. Such would refuse to borrow 
should the charge on loans rise by one iota. Some corporations 
which had intended to borrow by selling their bonds would instead 
sell stock. Some individuals who otherwise would have sought to 
get title to their homes, by purchasing on mortgage, would now 
prefer to remain tenants. Some business men who might have 
borrowed, and so purchased the premises they use, would instead 
rent their premises. Some persons who, in the absence of the tax, 
would have purchased farms on borrowed money, giving mortgage 
security, would instead become tenants, hired managers, or laborers. 

On the other hand, some borrowers are supramarginal. The 
prospective home-owner who would purchase rather than rent, even 
if a tax on mortgages adds to his interest rate, the business man to 
whom ownership of the premises he occupies and the resulting 
freedom to make what changes he desires without let or hindrance 
means much in larger annual income, the farm tenant to whom the 
difference between being an owner and being a tenant is likewise 
significant enough in prospective larger income to make borrowing 
at a higher rate still preferable to continued tenancy—these are 
supramarginal borrowers. If all borrowers were thus supra- 
marginal, and if some of the lenders were marginal, the borrowers 
would clearly pay much or all of the tax. 

But some of the lenders are also likely to be supramarginal. 
For if, as on our present hypothesis, all loans are taxed, lenders 
cannot avoid the tax by merely changing the form of the loan or 
by loaning to a corporation instead of to an individual. Those 
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owners of funds who do not wish to lend must either invest their 
funds in corporation stock, with the greater risk of such investment, 
or must invest still more directly under their own entrepreneur- 
ship or must use up their wealth in current gratifications. But 
some of them will be persons who would readily take less interest 
than before—perhaps 2 per cent less—in preference to investing 
where the risk is greater. Some, also, may prefer to take lower 
interest and be free of the necessity of personally directing their 
investments than to have to work as business enterprisers or 
entrepreneurs. And some lenders can employ their capital so 
inefficiently themselves that they can better afford to lend it at 
a considerably lower net interest than before, perhaps then engag- 
ing in work under another’s superintendence, than themselves to 
direct the use of their own capital. Under such circumstances it 
is reasonable to suppose that part of a tax on ldans might fall 
upon lenders. If to add the entire tax to the interest borne by 
borrowers would cause some borrowers—the marginal ones—not 
to borrow, and if many of the lenders would rather lend for less 
than not to lend, then a part of the burden of the tax is likely to 
fall upon lenders. 

On what sorts of income does such a tax on loans finally rest ? 
So far as borrowers bear it, it will be likely to come out of their 
surplus labor incomes above what they would earn as tenants or 
employees. The supramarginal borrower is willing to pay a part 
of the tax just because he can produce more and get a larger labor 
income as a self-directing titular owner than otherwise. Supra- 
marginal borrowers, at least, who thus borrow in spite of the tax, 
will not be likely because of it to do less work or produce fewer 
goods. And marginal borrowers, though the tax prevents them 
from borrowing, will not therefore be prevented from working. 
We need not conclude, therefore, that consumers, as such, will 
have to pay the tax in higher prices of goods. 

Other borrowers—those, for example, who borrow for the 
pleasure of having title to their homes—pay their part of the tax 
out of consumers’ surplus. In the case of the ordinary tax on mort- 
gages, when loans and investments of other sorts are not reached, 
the lenders’ options are so numerous and good that they will 
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usually pay next to nothing of the tax; but borrowers who want 
funds to purchase farms or homes will frequently be unable to 
borrow the required amounts except on mortgage security, and, 
therefore, if they are supramarginal, are likely to pay the entire 
tax. 

In the case of a tax on all loans, lenders are likely to pay a part. 
But out of what incomes or classes of income will they pay it? 
Can it be said that they will pay it out of interest? Clearly the 
net returns these lenders receive on the capital they loan is reduced 
by the tax. In this case the tax does not come out of wages, and 
it certainly does not appear to be drawn from rent as such." 
It comes, definitely, from interest. Whether, in the long run, 
such a tax may affect saving adversely, decrease the supply of and 
increase the marginal productivity of capital, and, by so doing, 
injure other classes, we shall not here inquire. Indeed, it is doubt- 
ful whether we could reach on this point, with confidence, any 
conclusion. Suffice it to say that we have shown the incidence 
of a tax on loans, so far, to be partly on income from labor (when 
borne by borrowers who borrow for ownership and production), 
partly on consumers’ surplus (when borne by persons who borrow 
to get title to their homes), and partly on interest (when borne by 
lenders). 

We have not yet, however, sufficiently discussed the question 
whether a tax on mortgages or a tax on all loans could be shifted 
upon consumers. If there are some industries which make a larger 
proportionate use of loans than others—the others depending on 
direct investment or on stock sales rather than bond issues—then 
the tax may tend slightly to divert capital out of the former indus- 
tries and into the latter (those not making use of loans). This 
would somewhat increase the prices of some commodities, but it 
would lower the prices of other commodities. Consumers, as a 
whole, would not, perhaps, lose on the one hand more than they 
would gain on the other. But so far as the tax affects all industries 
equally, it does not tend to drive capital out of any one business 
into others. Furthermore, persons who are prevented, by the tax, 


* Though the lender’s interest may be paid out of the rent of land which the 
borrower has purchased with the funds loaned to him. 
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from becoming owners of property, have still to earn a living and 
will often produce as tenants, hired managers, or laborers, the same 
kind or kinds of goods they would produce as owners. If and 
when this is not the case, and the would-be purchaser of land and 
capital, being prevented from purchasing, does not produce the 
kind of goods to the production of which the property is adapted, 
the would-be seller who might have ceased to produce those goods 
may instead continue to produce them. A tax on loans or on 
mortgage loans is distinctly not a tax on commodities, and its 
incidence is not on consumers as such. It may have evils in pre- 
venting property from getting into the hands of persons who can 
do relatively the best with it. It may thus affect the efficiency 
and earning power of those who are prevented from buying or 
selling. But these do not pay the tax since the threat of it pre- 
vented their intended transactions. And there can be no shifting 
of a tax where there is no tax to shift. If labor efficiency is reduced, 
those who are therefore unable to earn so much suffer in their wages 
or profits. Neither they nor others suffer as consumers. 


III 


The taxation of sales of corporate securities is an analogous 
problem. There are marginal and supramarginal buyers, marginal 
and supramarginal sellers. The supramarginal buyers would be 
willing to pay some tax in the form of a higher price for stocks and 
bonds rather than to adopt the option of not saving, of lending to 
private persons, or of directly managing their own funds. So 
far as a supramarginal buyer pays such a tax, he pays it in effect 
from the income of the investment in excess of that necessary to 
induce him so to invest his funds. The supramarginal sellers are 
those who would rather take less for corporate securities they have 
to sell than to be deprived of the chance to spend or “live out” 
their capital or than to be unable to lend to private persons or than 
to be prevented from investing directly under their own direction. 
So far as they pay this tax it comes out of the surplus labor income 
which they expect to be able to get if they can superintend their 
own capital, or—if they intend to spend it in personal consump- 
tion—out of the excess of consumers’ utility above what is neces- 
sary to make them choose that option. 
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So far we have seen no reason to suggest that such a tax will 
diminish saving. The buyer who is marginal between investing 
in corporate securities or using up his savings may be induced 
to do the latter. But the seller who is marginal between hold- 
ing his securities and using up his wealth may be induced by 
the tax to do the former. When, however, we come to consider, 
not the transfer of long-issued securities from person to person, 
but the sale of new securities to provide funds for corporate business, 
there may be significance in a tax which reduces the net per cent 
return to the potential investor. Conceivably accumulation will 
be adversely affected, the supply of capital diminished, the marginal 
productivity of capital increased, and the rate of return on capital 
raised. Or, if the marginal investor is not marginal between invest- 
ing in corporate securities and spending for current consumption, 
but instead is marginal between investing in corporate securities and 
investing under his own management as an entrepreneur, then such 
a tax will diminish corporate enterprise, and may so diminish it 
and substitute private enterprise in its place, even where corporate 
enterprise somewhat better serves the purpose. 

Finally, any considerable tax on sales of corporate securities 
would of course negative their frequent transfer. A supramarginal 
buyer, of the sort we have described, might prefer to pay such a 
tax in order that his money might be invested in corporate securi- 
ties over a fairly long period. But he could not so well afford to 
pay even a small part of such a tax if he were likely to need to 
liquidate his investment—i.e., sell the securities—a day or two 
after buying them. A tax of 1 per cent on the market value of 
securities sold might be relatively unimportant to the long-time 
investor. But if a security were active and sold every day, the 
taxes on it during a year would be several times its total value. 
Assuming no market fluctuations, every buyer would have to sell 
it for less than he paid for it, by the amount of the tax. The 
seller, as such, might bear a part of the tax and the buyer a part, but 
the buyer who was also a seller would pay all of the tax. And 
only a speculative motive would be likely to induce anyone deliber- 
ately to put himself into such a position. 


Harry GUNNISON BROWN 
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REORGANIZATION OF INSTRUCTION IN FINANCE 
IN UNIVERSITY SCHOOLS OF BUSINESS! 


The two able and illuminating papers under discussion agree in 
emphasizing strongly the present chaotic state of instruction in the 
field of finance. Professor Moulton sums up his survey of the curricula 
of American universities and colleges in these words: 

Courses in the field of finance have, until very recently at least, just 
grown—without any attempt to organize the material into a coherent whole, 
without any sequential development of courses, and with little regard for the 
relationship of the financial system to the general economic organization. 


Personally I am ready to accept this judgment with no reservations. 
Professor Moulton offers a convincing array of evidence. 

Professor Gerstenberg believes, if I interpret correctly his brief 
statement on the question, that a remedy is to be found in more care- 
fully planning the student’s attack on the citadels of finance. - It should 
consist of a simultaneous advance along four converging routes, eco- 
nomics, law, mathematics, and accounting. After he has broken through 


the outer defenses he will continue to follow all four routes. Economics 
leads on to Money and Credit, Banking, and Foreign Exchange; Law 
to Corporation Finance and Credits and Collections; Mathematics to 
Investments, Work of Wall Street, and Insurance; Accounting to 
Analysis of Corporation Reports. 

While we should all agree that in the study of any business subject 
a great deal of incidental help can be derived from other related subjects, 
I cannot believe that so elaborate a program is called for. It is the 
outgrowth, as I see it, of a conception of finance as a vaguely mysterious 
“science of funds,” which can be grasped only by superior minds that 
are trained to grapple with large figures. I have known writers on 
finance who had this point of view to such an extent that they had become 
quite incapable of thinking in units of less than, say, $100,000,000. They 
would have been severely shocked at the idea that forethought in pro- 
viding payment for the family wash would deserve to rank as a genuine 
financial operation. 

A discussion of papers presented by Professors Gerstenberg and Moulton at the 


meeting of the American Association of Collegiate Schools of Business, May, 1921. 
See Journal of Political Economy, May, 1921, pp. 368-99; 400-409. 
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The truth is that the essential principles of the art of handling 
money and credit are simple and almost self-evident. Difficulties in 
teaching finance are not inherent, but result from plunging too hastily 
into complex situations. My notion of the right approach to our subject 
is to start in by studying the local laundry or shoe store instead of the 
United States Steel Corporation, in which case the student could prob- 
ably get under way without a long preliminary training in economics, 
law, mathematics, and accounting. 

Professor Moulton has drawn up an indictment of the customary 
practice of introducing students to the study of finance through a 
general course in economic theory followed by a course in money and 
banking, or its equivalent, which to my mind is thoroughly convincing. 
I hope and believe that Moulton’s paper will give the finishing blow 
to a practice which should have been discarded long ago. 

His substitute plan, as explained in his paper and in Dr. Hardy’s 
addendum, may be fairly summarized, it seems to me, as follows: In his 
first year the typical student takes a series of three courses which together 
cover the elements of economic and business organization and the 
theory of value and distribution; in his second year he takes a series 
of three courses which together cover what is ordinarily iabeled business 
or corporation finance plus a new course in Risks of Capital; thereafter 
he goes on to a group of specialized courses, including an advanced 
course in business finance dealing with specific cases. One distinctive 
feature of the second-year work is the introductory survey course in 
financial organization which occupies the first term. This introductory 
course centers about the problem of raising capital for corporate enter- 
prises and through this problem leads the student on to a study of the 
practical workings of commercial and investment banks, insurance 
companies, brokerage houses, stock exchanges, and other component 
parts of the machinery of finance. 

Moulton’s program seems to me clearly a great improvement. It 
cuts loose at a fairly early stage in the student’s curriculum from the 
customary rehashing of shopworn theories in which he rightly feels little 
interest and directs his attention toward a genuine business problem. To 
be sure, Professor Moulton conceives this problem of raising capital, to 
my way of thinking, in much exaggerated terms. There are thousands 
of business enterprises, both small and large, in which this is by no means 
the dominating financial question. Nor do I think it correct to say that 
commercial banks can properly engage in furnishing working capital; 
both in theory and in practice their chief function is merely to make 
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certain types of working capital, such as inventories and accounts 
receivable, a little more liquid. Furthermore, in passing, I want to make 
note of my dissent from Moulton’s argument that “the traditional dis- 
tinction between fixed and working capital . . . . has little fundamental 
validity.” At all these points it strikes me that he is stretching this 
“central problem of raising fixed and working capital”’ in order to make it 
cover all that he wants to teach in his survey course. 

But after all, these are minor criticisms. The essential and note- 
worthy characteristic of this course is that its motif from beginning to 
end is a live problem of everyday business. So long as it retains this 
characteristic it cannot become, on the one side, a mere descriptive 
review of financial institutions; nor can it become, on the other side, a 
cultural exercise in the mental discipline of grasping the rival subtle- 
ties of opposing schools of economists. The course holds actual pro- 
fessional value for a present or prospective business man. 

In all this I am in hearty accord with Professor Moulton. He has 
made an excellent start in the right direction. My chief complaint is 
that he has not gone far enough. So far as I can see, the whole system 
of instruction in finance should be recast in a mold not unlike the one 
he proposes for an introductory course. I will venture to offer some 
suggestions on this general problem. 

My line of thought on any question in the field of business training 
finds its starting-point in two postulates which appeal to me as being 
self-evident truths. It rarely happens, I think, that they are definitely 
challenged; and it is perhaps equally rare to find them observed. 

My first postulate is that business education should be designed 
to educate men for business. This simple statement may sound innocent 
enough, but its implications are far-reaching. Indeed it is tantamount 
to saying that our university schools of business are vocational schools. 
If anyone dislikes the sound of the word, “vocational,’”’ Iam quite willing 
to substitute “professional,” which, when used in this connection, has 
precisely the same meaning. The essential point is that the aim of 
courses of instruction in business is not to cultivate cultural or ethical 
insight, but to develop work-a-day knowledge and skill. Please do not 
misunderstand me as saying that there is any fundamental conflict 
between the two aims or that genuine culture and ethics may not appear 
as valuable by-products of professional studies. But I do assert with 
emphasis that loose thinking as to the primary object of business edu- 
cation (which sometimes appears to be combined with a naive desire to 
conceal one’s utilitarian associations from colleagues who profess the 
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more elegant and refined arts and sciences) is at the bottom of a great 
deal of roundabout and ineffective teaching in schools of business. One 
would have little respect for a law school or a medical school that failed 
to center its efforts on giving an adequate training for actual practice. 
By analogy, I should say that a school or department which enrols 
students on the implied promise to prepare them for business pursuits 
and then offers them chiefly elaborations of economic theorizing is— 
quite innocently—selling gold bricks. 

This may seem to be wandering far afield from our subject. I will 
try to show a little later that these observations have some bearing on 
the problem of organizing instruction in finance. 

My second postulate is that the main function of teachers, even 
those in universities, is to teach. Teaching is an art which has its well- 
established principles. So far as my experience goes, these principles are 
ignored by an overwhelming majority of university instructors. Professor 
Moulton has cited some of his own experiences as a student which go to 
show how completely the fundamentals of sound teaching were dis- 
regarded. There is a basic principle of pedagogy to guide us in organ- 
izing courses of instruction, which I should like to recall to your minds. 
It may be stated thus: Begin with facts, principles, and questions which 
are relatively simple, concrete, familiar, and interesting; work up through 
a series of related facts, principles, and questions to those which are 
relatively complex, abstract, unfamiliar, and at the outset uninteresting. 
I submit for your consideration the opinion that most university 
courses—and I regret that I cannot conscientiously except those in 
schools of business—follow almost exactly the reverse order. They set 
forth the ideas that are in the professor’s mind, in what he conceives to 
be their logical arrangement; in the meantime the unfortunate student’s 
mind goes floundering as best it may through an untrodden maze of 
misunderstood terms that bear no clear relationship to facts within the 
student’s own experience or mental grasp. 

Let us return now to courses in finance. On the strength of the 
two postulates it seems to me clear that a system of instruction in 
financial subjects should meet these two tests: 

1. It should prepare men to do better work than they would other- 
wise do in such functions as buying insurance, collecting money, borrow- 
ing money, extending credit, serving as treasurer of business concerns, 
investing and speculating in securities, and directing the financial policy 
of business concerns. These are actual and typical financial activities. 
The more directly we drive toward them the better will be our vocational 
results. 
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2. It should begin with a study of those financial functions that are 
already interesting and vivid to the student. This would certainly 
estop us from starting with a study of money and banking, financial 
institutions, administrative financial policies, trust finance, principles of 
insurance, investments, or most of the other courses included in Moul- 
ton’s collection of titles from university catalogues. It would estop us 
also from building up a curriculum on so frail a foundation as that 
supplied by a superficial conception of finance as some kind of vaguely 
abstract pseudo-science of funds. Finally, it would estop us from 
attempting or even desiring to formulate any introductory survey 
course that is merely descriptive. 

A scheme of instruction designed to meet these tests will not neces- 
sarily be revolutionary. One of the chief changes required is in the 
point of view of the faculty rather than in the subject-matter of their 
courses. In the curriculum of financial courses the most important 
change is a rearrangement of the order in which the courses are taken up. 
Another change is involved, however, which would affect somewhat the 
curriculum of the whole school; this consists of doing away with all 
preliminary required courses and permitting the student to begin his 
study of finance in his first year. From the beginning, a student’s prog- 
ress in finance could well run more or less concurren ly with his progress 
in the other three major divisions of business study—production, mer- 
chandising, and accounting. 

Let me name and describe now the introductory course which to my 
mind best meets the requirements. It is a course for which plenty of 
texts and other instructional ma erial are available. It is already given, 
though not in exactly the form I propose, in many universities, and 
could easily be offered in the others. This course is Collections and 
Credits. 

The very mention of the name suggests, I have no doubt, numerous 
objections. This is a specialized course, someone may say, of direct 
interest to comparatively few persons. Another may object that it is 
largely concerned with details of clerical activities. On the other hand, 
an even more common practice is to treat this as if it were a complex and 
mysterious subject from which the uninitiated mind must be kept at a 
safe distance and which demands preliminary studies of economics, law, 
elementary and advanced accounting, industrial organization, economic 
history, corporation finance, and heaven knows what. It seems to me 
that a convincing answer to this last objection can be found in the fact 
that few credit and collection men—and there are some mighty good 
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ones—have any knowledge of these subjects excepi—please note this 
exception—what they have gathered for themselves out of their own 
daily work. As for the other objections, perhaps a description of the 
proposed course will better show us whether it is broad enough and 
contains enough “mental pabulum,” as Moulton calls it, for our purpose.* 

The course I have in mind leads off with an analytical review of 
the various types of people and concerns who owe money, ranging from 
prompt payers to those who are skilled in all the arts of fraud; this 
section might be called “collection psychology.” Then follows a review 
of the various instruments that represent collectible debts; open accounts, 
subscription contracts, promissory notes, trade acceptances, and so on. 
Next comes the machinery for making collections; direct appeals, banks, 
collection agencies and lawyers, which would involve devoting some 
attention to collection laws. This division of the course closes with a 
thorough study of collection cases, methods, policies, and standards of 
results. The second division on credits considers the various sources 
of information, the intelligent reading of financial statements, the 
analysis of a concern’s organization and policies, general financial con- 
ditions, and other factors in the credit work of both commercial and 
banking concerns. 

Please note that in this brief description I have touched upon prac- 
tically every subject within the range of financial instruction in schools 
of business. In what detail each topic shall be covered is a question 
to be decided on the basis of the knowledge of the instructor, the capacity 
of the students, and the amount of time allotted to the course. At any 
rate there is no lack of content nor of problems in this course. Yet it 
does not merely wander hither and yon. It is tied firmly together 
around its central theme. It starts out, in accordance with our peda- 
gogical rule, by discussing cases which are simple, concrete, familiar, 
and in their nature interesting. It goes on step by step to take up more 
remote and difficult cases. At the end of the course, if intelligently 
conducted, the student has completed his introductory survey of the 
field of finance and is prepared for reasonably advanced courses. I 

*In subsequent discussion Dean W. H. Walker pointed out another objection, 
namely, that experience has shown that few students care to take courses in Collec- 
tions and Credits. This is quite true. But since the proposed course would be 
designed to serve as a general introduction to the study of finance, it could quite 
properly be given some other title, such as Financial Practice, or the like. The 
substance of the proposal is that the standard introductory course, instead of centering 
about the problem of raising capital, as in Professor Moulton’s plan, should center 
about the simpler problems of collecting money and granting credit. 
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trust it will not be considered a fatal objection that he has at the same 
time acquired knowledge and skill of such definite usefulness that he 
could actually command a higher salary than he would otherwise be 
worth. 

This proposed course aims at much the same objective as Professor 
Moulton’s introductory course and uses the same method of tying up 
everything to a central problem or series of problems. Wherein is the 
two-pronged problem of collecting money and granting credit superior 
for this purpose to the problem of raising corporate capital? Well, in 
the first place, it comes much nearer to being a universal problem; it 
belongs alike to the local grocery and the world-wide combination; 
it is a live problem this morning in half the business offices of the country; 
it directly concerns the salesman and the purchaser of goods, as well as 
the treasurer and his assistants; it is a problem that no business 
in any line or department can afford to pass by. In comparison, the 
problem of raising capital, even when we force its interpretation to 
include ordinary bank loans, affects few concerns. What is even more 
to the point, it directly affects only a few individuals, usually only one, 
in each concern. Raising capital for business is a problem that is remote 
from the daily thought of the vast majority of young men, whether in 
offices or in schools. Collecting money is not remote; it is a simple, 
concrete, familiar, and interesting problem. For these reasons, while 
I do not oppose Moulton’s proposal, I am convinced that the course 
just described would give students an even better start in their study 
of finance. 

Following the introductory course in Collections and Credits (or 
Financial Practice) the field would be adequately covered, I am inclined 
to think, by eight other courses which would follow in approximately the 
order given. These courses would be of unequal length. Their descrip- 
tive titles, as given kelow, sufficiently indicate their contents. It seems 
to me that there is little danger of overiapping, except in the course at 
the beginning and in the three courses toward the end where the over- 
lapping is intended. 

Business Finance —This could be more advanced than is usual 
because many of the elements would Fave been covered in the course 
on Collections and Credits. 

Principles of Banking and Insurance-—These two subjects, I believe, 
can be economically and effectively combined. In its essence insurance 
is merely a form of deferred banking. The unreal and confusing dis- 
tinction so often made between Theory of Banking and Banking Practice 
could profitably be cast aside. 
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Investments and Investment Banking. 

Governmental Finance.—This would include taxation, governmental 
obligations, governmental currency issues, and the effects of govern- 
mental activities on the financial structure. 

Cycles of Business.—This should emphasize forecasting methods. 

Stock and Produce Market Operations. 

Speculative Risks of Capital——I have been very much impressed by 
the value of this new course as described in Dr. Hardy’s addendum to 
Mr. Moulton’s paper. 

Current Financial News and Reports.—This course was first suggested 
to me by an army officer who was then serving on the faculty of the 
School of Business of the A.E.F. University at Beaune, Frarce. The 
“university” was improvised for the benefit of soldier students shortly 
after the armistice. There were few textbooks. This officer proposed 
that a class of fairly advanced students in finance should be formed and 
that they take as their texts current American and European financial 
journals. Each subject treated from day to day in the news was made 
the subject of discussion and investigation. The plan appeals to me as 
giving an excellent basis for a closing survey course in finance. It 
would give the men a chance to develop their own judgment, to see for 
themselves how closely intertwined are all financial questions, and to 
make actual applications of all that they have previously studied. 

The nine courses that have been proposed would naturally be sup- 
plemented in each school by such specialized courses as local or tem- 
porary circumstances might require. They are put forward not as an 
ideal program of instruction in finance, but as a workable program 
which is believed to be pedagogically sound. 

One natural question which demands some answer might take this 
form: “The criticisms of Gerstenberg and Moulton and yourself seem 
too sweeping to be altogether convincing. If financial instruction is so 
thoroughly unsatisfactory as has been claimed, why hasn’t it long ago 
been changed ?” A complete answer would take us back too far into the 
history of higher commercial education, but I should like to state what 
I consider the chief reason and see what reaction it draws. 

University schools of business were first started for the most part 
on the initiative of business men. The impulse for their later develop- 
ment has come chiefly from the business world. And this is as it should 
be. In university circles the new schools were at first looked upon 
with a mixture of alarm and distaste which was quite to be expected. 
The normal result would have been that business men, or educators 
who were familiar and sympathetic with business practice, would have 
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been given a clear field to organize and control the schools in the same 
way that lawyers function in law schools, physicians in medical schools, 
and engineers in engineering schools. If this had happened, I have 
not the least doubt that instruction in finance (using this only as an 
example) would years ago have assumed some such form as has been 
presented by Professor Moulton and myself. 

Unhappily for business education, there were previously in exist- 
ence organized departments which were also busy with the study of 
business; I refer of course to the departments of economics. It is true 
that economics was, and is, properly concerned only with the social 
aspects of business, whereas the new schools of business purported to 
turn out men individually skilled as managers or as technical experts. 
But this distinction, vital and deep-reaching as it is, might easily escape 
a superficial glance. I suspect that it has even escaped some profound 
economists. At any rate, what could be more natural for a hard-pressed 
university administrator than to hand his new courses in business to the 
department of economics? The results have been much the same as 
they would be if some benefactor were to endow a university school of 
navigation and the president of the university were to intrust its develop- 
ment, we will say, to the professors of astronomy on the theory that 
both subjects had, or might have, some connection with the stars. 

No one questions the surpassing interest and value of either 
astronomy or political economy. But the function of schools of business 
is to train practical navigators in the stormy waters of commerce. And 
this can be done only by concentrating our efforts on developing the 
special type of knowledge and ability which modern business demands. 

The sooner we all cut loose from an enervating dependence on 
political economy and begin to build a new structure on a firmer founda- 
tion the better for everyone. The new foundation will be a mixture 
of first-hand information about everyday business with sound principles 
of teaching. Much of the material for the new structure will be taken 
from the old one. Not everything needs to be thrown away. But 
the old incoherent plans had best be destroyed and forgotten. 

The proposed reorganization of instruction in finance should be 
only one part, I believe, of a complete reorganization of the whole 


program of higher business education. 
W. H. Louc# 
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UNIT COSTS AS A GUIDING FACTOR IN BUYING 
OPERATIONS 


There is a prevalent notion, chiefly among accountants and 
business men, that the primary function of a cost-accounting 
system, say in a manufacturing establishment, is to enable the 
manufacturer to arrive intelligently at an asking price for his 
products. According to this notion, which is entertained also by 
a few economists, the manufacturer determines his minimum 
asking price merely by adding together the cost of his raw material 
and the expenses incurred in converting the raw material into a 
finished product. The better his system of cost accounts, the 
greater the likelihood that his business will be conducted along 
profitable lines because unit costs are, or should be, the guiding 
factor in his selling operations. 

In a recent number of this Journal, the writer expressed an 
entirely different point of view as to the function of cost accounting 
in the meat-packing industry, and stated, without attempting to 
develop the point, that “It [the packer’s cost-accounting system] 
is the guiding factor in his buying operations.’* This statement 
aroused a good deal of criticism from the accounting fraternity, 
and the question was asked, “Is not the packer’s cost-accounting 
system a guiding factor in his selling operations ?” 

The purpose of the present article is to show that the packer’s 
cost-accounting system performs one of its chief functions in 
indicating the maximum price that can profitably be paid for live 
stock rather than in determining the minimum asking price at 
which meat and by-products will be offered; and, incidentally, 
that a system of cost accounts performs essentially the same func- 
tion in many other industries. 

It is unquestionably true that unit costs are a factor in the 
packer’s selling operations. The cost of every product is carefully 


* “Joint Cost in the Packing Industry,” Journal of Political Economy, XXIX, 
No. 4 (April, 1921), 297. 
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determined and, in most cases, the sales manager who is responsible 
for the disposition of a particular product knows its manufacturing 
and distributing cost. But there is no necessary relation between 
this cost and the price finally paid by the retailer. In a deficiency 
market or during a period of rapidly rising prices, the price paid by 
the retailer may be above cost, while in periods of falling prices 
or in markets where the consumptive demand has been overesti- 
mated, the price may be substantially below. About the only 
real service which a cost figure renders in this connection is that 
its possession has a wholesome effect upon the selling agencies— 
it urges them to put forth greater effort in “pushing” their products, 
especially when losses are imminent, with the result that losses 
for the time being may be prevented or at any rate considerably 
reduced. 

There are at least two important reasons why a packer cannot 
expect to market his products on a strictly cost basis. In the first 
place, the greater portion of his products consists of perishable 
meats which must be moved promptly into consumptive channels. 
Fresh beef, for instance, must be in the hands of the retailer within 
two weeks at most after the animals are killed; otherwise it will 
deteriorate in quality and the trade will discriminate against it. 
The case would be entirely different if the packer could freeze 
and hold beef carcasses from one season to another, thereby 
avoiding forced sales. But the consuming public insists on having 
fresh chilled beef, with the result that only about 5 per cent of the 
beef dressed in packing plants is put through the freezing process. 
The quantity of beef that is cured and canned is even smaller. 

In the second place, the demand for meat is exceedingly variable. 
While the total consumptive demand depends primarily upon the 
relation of meat prices to the prices of other kinds of food, it is 
affected also by the Lenten season, Jewish holidays, changes in the 
weather, and general industrial conditions. Some of these factors 
can be anticipated with reasonable accuracy by the packer on the 
basis of his past dealings. But when it comes to anticipating the 
fluctuations in the total demand for meat in specific communities, 
fluctuations in the particular kinds of meat required, and the 
volume of meat products that will be supplied in particular sections 
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of the country by competing concerns, it will readily be seen how 
impossible it would be for any packer, even during a period of 
normal business conditions, to market his products on a strictly 
cost basis. He must be governed in his selling operations by 
market conditions essentially, rather than by cost considerations. 

The effect which price changes have on the general consumptive 
demand is best shown by a comparison of cattle receipts and whole- 
sale beef prices. The receipts of cattle at the primary markets are 
subject to wide seasonal fluctuation. During the fall months— 
after the grass season is over and the corn crop has been harvested— 
receipts are greater than at any other time of the year, while in the 
period from February to June inclusive, receipts are normally 
small. Since the supply of beef in the hands of the packer is 
dependent on the number of beef cattle shipped to market, and 
since only a small quantity of beef can be stored, it follows that 
more beef must be consumed in the fall than in the spring; also, 
that the price must be low during the period of large receipts and 
high during the period of small receipts in order to adjust the 
consumptive demand to the existing supply. 

In estimating the part which the packer’s cost-accounting 
system plays in this adjustment process, it is to be noted first of all 
that the demand for live stock is derived from the demand for live- 
stock products, and that the price which the packer can afford 
to bid for live animals obviously depends upon the price that he 
can get for meat and by-products less his expenses of manufacture 
and distribution. When retailers, prompted by the urgent demands 
of their customers, are willing to pay higher prices for meats, the 
packer tries to increase the volume of his business in order to realize 
as large a profit as possible from his operations. And since he 
can increase the volume of his business only by buying a larger 
number of live animals in the open market, competition with other 
buyers forces up the price of live stock. 

Likewise, when changed conditions of demand or of supply 
cause a decline in the wholesale price of meat, the packer may be 
compelled to reduce the volume of his purchases or operate at a loss. 
In any case, it is obvious that he cannot afford to bid at the same 
rate for live stock as before; and since the majority of other 
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packers are confronted by the same conditions, live-stock prices 
fall. Not infrequently, however, a considerable period of time 
elapses before the balance between the price of live stock and the 
price of live-stock products is restored. Naturally, a packer 
hesitates to reduce abruptly his volume of business, and thereby 
increase his unit costs of operation, especially when there is any 
likelihood that some competitor will be in a position to absorb 
a part of his regular trade. His plants must be kept in operation, 
and the requirements of his regular trade must be supplied. 
Furthermore, it is always necessary to compete with concerns 
which, on account of faulty cost-finding methods, conduct their 
buying operations less intelligently. For one reason or another, 
on a falling market, a packer may be forced for weeks at a time to 
bid more for live stock than the market price of his products less 
the expenses of operation. 

Another point to be noted in this connection is that unit costs 
vary according to the quality of live stock purchased. In the case 
of cattle, for instance, the weight of a dressed carca’s varies all 
the way from 45 to 65 per cent of the live weight. Other things 
being equal, the greater the percentage of dressed weight that can 
be obtained from a steer, the lower will be the cost per pound of 
beef.’ 

It is manifestly impossible for a live-stock buyer to know in 
advance the actual cost of the meat that will be obtained from a 
given purchase. But an experienced buyer is an expert in esti- 
mating dressing percentages; and, knowing from current operations 
the dressed cost of similar lots of live stock, he is able to determine 
' with a remarkable degree of accuracy the dressed cost that will 
result from a given purchase price. Knowing also how live-stock 
products of a definite quality are selling in the various wholesale 
markets, he tries to buy live animals at a price that will yield a 
profit when they are disposed of in the form of meat and by- 
products. The buyer subsequently learns from the accounting 
department whether on the basis of existing values the purchase 
was successfully made. 

t For the method used in calculating the cost of dressed beef see the article “‘ Joint 
Cost in the Packing Industry,”’ oc. cit., p. 297. 
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Thus the calculation of dressed-cost figures serves not only as 
a guide in determining the maximum price that can profitably be 
offered for live stock, and the quantity that should be purchased, 
but also as a check on the efficiency of the live-stock buyer. The 
result of this unit cost service is that live-stock prices follow fairly 
closely in line with the prices obtaining for live-stock products, and 
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Cuart 1.—Weekly results of the cattle operations of Swift & Company, 1920 


the margin between buying and selling price is normally sufficient 
to cover the expenses of operation and yield a return on invested 
capital. 

The accompanying chart shows—with some qualifications to 
be dealt with later—the weekly financial results for the year 1920 
of the cattle operations of the company with which the writer is 
connected. As a means of comparing live-stock prices with the 
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prices of live-stock products so as to show the weekly margins of 
profit or loss, the sale price’ actually realized per hundred-weight 
of dressed beef has been reduced to a live basis by taking into 
account the dressing percentage of each lot of cattle purchased. 
To these figures have been added the value of hides and other by- 
products per hundredweight of beef (reduced to a live basis in the 
same manner) at the time of slaughter, less all manufacturing and 
distributing expenses except interest. These combined results 
are indicated on the chart by the broken line which corresponds 
closely to the solid line showing the prices paid for live cattle. 
Where the broken line is above the solid line, the difference between 
the two lines represents the margin of profit for that week; where 
it is below, it represents a loss. 

It should not be inferred that the weekly margin of profit or 
loss, as revealed in the chart, is available at the end of each week. 
Before the margin on a particular week’s operations can be deter- 
mined, all the beef dressed during that week must be sold, and beef 
cannot be sold immediately after the animals have been slaughtered. 
It must be chilled for 36-48 hours before it can be shipped, and it 
may be in transit several days before it reaches the packer’s branch 
house where it is sold to the retailer. Normally a period of two 
weeks or more must elapse before the margin on a particular week’s 
operations can be finally determined. 

Attention should also be called to the fact that, since the weekly 
margins of profit and loss are found by deducting the cost of live 
animals plus operating expenses from the proceeds of beef sales 
plus the net value of by-products at the time of slaughter, they 
cannot be regarded as profits or losses actually realized. They are 
calculated before by-products have been processed and sold, and 
therefore may have little bearing on the profit-and-loss statement 
covering the year’s operations. 

There is good reason for combining unrealized by-product 
values with prices actually realized for beef, in arriving at the 

* The price of dressed beef as shown for any one week in the chart is the average 
of prices finally realized for all beef dressed during that particular week, irrespective 
of the time when the beef was actually sold. The price paid for live cattle and the 


value of by-products (less expenses) are an average of the prices and values, respectively, 
obtaining in the weeks as shown. 
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profit-and-loss margin, even though this procedure appears to be 
inconsistent. In the first place, by-products are of much less 
importance than beef in cattle operations and, under ordinary 
conditions, they are not likely to appreciate or depreciate materially 
in value from day to day or from month to month as does beef. 
The fundamental reason, however, is that it would be inexpedient 
to wait until all by-products had been disposed of before calculating 
the margin of profit, because by-products move slowly into trade 
channels, much more slowly than beef. It requires two weeks, for 
instance, to convert edible fats into oleo oil, not to mention the 
time required to sell the finished product. Hides, the most impor- 
tant by-product of beef, cannot be cured in less than thirty days, 
and it may be two or three months before a sufficient number of 
cured hides of a particular grade has been accumulated to meet 
the requirements of a buyer. Under these conditions, if the cost 
figures are to be of any use either in buying cattle or in selling 
beef, the packer is virtually compelled to calculate his current 
profit-and-loss margins on the basis of unrealized by-product 
values—or, what amounts to the same thing, to calculate his 
dressed-beef costs on the basis of existing by-product values—and 
assume the risk of fluctuation in those values. 

This method of procedure proved to be unfortunate for the 
packer during the year 1920, on account of the tremendous decline 
in by-product values. At the beginning of the year, the net 
value of the by-products from a 1,000-pound steer amounted to 
about $28; by the end of the year the same products had a net 
value of only $7, or less than sufficient to cover the expenses of 
handling the animal through the packing-house and branch-house 
organization. The steady fall in the value of these raw products 
during the period they were in the process of cure or manufacture 
made it wholly impossible to realize the tentative margins of 
profit shown in the chart above. As a matter of fact, the average 
loss per head on cattle operations for the calendar year was 22 
cents, and the total loss, $495,125. 

One other matter growing out of the fall in by-product values 
remains to be noted. Reference to the chart shows clearly that 
with the fall in by-product values, the spread between the price 
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of beef and live cattle per 100 pounds became substantially wider. 
At the beginning of the year the price of beef per pound was about 
160 per cent of the live price, while at the end of the year the 
percentage had increased to more than 200. This change in the 
relationship of cattle to beef prices at once suggests the question, 
What effect did the fall in by-product values have upon the whole- 
sale price of beef? Did it result in making beef prices higher 
than they would have been otherwise, or did it have no effect of 
any consequence ? 

It would be contended by some of those to whom this article 
is addressed that the fall in by-product values automatically and 
immediately raised beef prices. Their argument would go some- 
what as follows: The prices asked for beef and by-products together 
must be high enough to cover the cost of live cattle, plus the expenses 
of operation. If the value of by-products falls, the cost of the beef 
rises accordingly, and the packer must get more for his beef in 
order to come out even. 

The fallacies in this argument are at once apparent. If it were 
possible to raise the price of a perishable product like beef, simply 
because by-products had fallen in value, and at the same time 
move the whole supply into consumptive channels, it would likewise 
be possible to prevent the value of by-products from falling below 
cost. The main fallacy, of course, lies in the assumption that the 
price of live-stock products depends upon live-stock prices. The 
causal relationship is just the reverse. A decline of $1 in the 
value of the hides and other by-products per 100 pounds of live 
cattle will cause a corresponding decline in the price of live cattle— 
assuming that operating costs and the demand for beef remain 
unchanged—and widen the spread between cattle and beef prices. 
Likewise, a rise in the values of by-products will cause an increase 
in the price of live cattle by a corresponding amount, and narrow 
the spread between cattle and dressed-beef prices. 

Obviously, it is the price of cattle, rather than the price of beef, 
that is immediately affected by a fall in by-product values. The 
price of beef could not rise in this case except through a diminution 
in the number of cattle shipped to market, and since cattle already 
produced must be sold whether the price is high or low, it follows 
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that a slight fall in cattle prices could have no appreciable effect, 
for the time being, in diminishing the supply of beef or in raising 
beef prices. 

There is no denying the fact, however, that a steady decline in 
by-product values will sooner or later affect the price of beef by 
reducing the supply. Declining cattle prices will ultimately 
curtail cattle production; and even before there has been an 
actual reduction in the number of cattle produced, many of the 
cattle being prepared for shipment will be marketed before they 
are properly finished. In either case the supply of beef will be 
diminished and, other things being equal, beef prices will be 
higher than they would have been had not the value of by-products 
fallen." 

A somewhat similar conclusion, in so far as it concerns the long- 
time effect upon beef prices, would be reached by those who contend 
that unit costs are a guiding factor in selling operations. But they 
would reach this conclusion more by accident than through a 
process of careful reasoning. In contending, as they do, that 
unit costs determine the manufacturer’s minimum asking price, 
they completely overlook the subtle but fundamental fact that 
the price paid by an intelligent enterpriser for raw material is 
dependent first of all upon his unit costs of operation and the 
price at which he thinks he can sell his finished products; therefore, 
the guiding service which unit costs may appear to render in 
enabling the manufacturer to determine or to realize his minimum 
asking price is merely one of repetition—it is a service which was 
previously rendered in the buying operation. 

It is not alone in the packing industry that buying prices are 
largely governed by selling prices and unit-cost considerations. 
Throughout the whole field of business activity may be seen the 
effect of cost calculations upon buying operations, especially in 


* It is impossible to determine just how long a period of time would be required 
to bring about this result. The question cannot be answered by a study of live-stock 
receipts and prices in the primary market because (1) not all of the receipts are pur- 
chased by packers, and (2) there are wide variations in the demand for beef, in the 
live weight of cattle slaughtered and in dressed yields. Under these conditions, the 
statistics of receipts do not afford a dependable barometer of the forthcoming beef 
supply or of beef prices. 
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periods of rapid price changes when the effect is the most con- 
spicuous. It is a familiar fact that during such periods wholesale 
prices rise or fall more rapidly than retail prices, and raw material 
prices more rapidly than the prices of manufactured articles. At 
each stage in the marketing chain from producer to consumer, 
the percentage of price change is greater than in the stage imme- 
diately following. 

The retail price of bread, for instance, declined 3.5 per cent 
in Chicago during the year ending April 15, 1921." During the 
same period and in the same market, the retail price of flour 
declined 33.8 per cent,? the wholesale price of flour declined 43 per 
cent,’ and the price of wheat 51 per cent.‘ The price of hogs 
declined 44.2 per cent’ and of corn, 67.2 per cent.® It is interest- 
ing also to observe that on the farm, seeds declined more than hay, 
and hay more than horses and other live stock:? Such cases might 
be multiplied indefinitely. 

The explanation of these peculiar price relationships is funda- 
mentally a matter of unit-cost considerations. When a fall in 
consumers’ prices is under way, each of the various middlemen 
in the marketing chain is confronted with the prospect that by the 
time his service—whether manufacturing, distributing, etc.—has 
been performed, his selling price will have fallen. He will, there- 
fore, reduce the volume of his purchases. Whether or not he 
succeeds in adjusting his buying prices down to a level where he 
can continue to sell at a profit, depends largely upon the opinions 
of his competitors as to the probable course of selling prices. But he 
will at least get his buying prices in line with present selling prices 
i.e., he will take account of his unit costs of operation in buying raw 
or finished products for resale. If, in the meantime, the fall in 
the price at which he sells is not accompanied by a proportionate 
decline in his unit costs of operation—and this is invariably the 


* Monthly Labor Review, XII, No. 6 (June, 1921), p. 20. 
2 Ibid. 3 Daily Trade Bulletin. 
4No. 2 or better, Price Current Grain Reporter. 

5 Chicago Drovers’ Journal. 

6 No. 2 or better, Price Current Grain Reporter. 

7 Monthly Crop Reporter, May, 1921, p. 59. 
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case in the early stages of falling prices on account of the relative 
inflexibility of such expenses as wages, rents, interests, taxes, etc.— 
the percentage decline in his buying prices will necessarily exceed 
the percentage decline in his selling prices." 

The effect of constant unit costs of operation upon relative 
price declines becomes much more conspicuous when the costs of 
all the services performed between producer and consumer are 
combined and comparisons are made between consumers’ and 
producers’ prices. Suppose, for example, that consumers have 
been paying $100 for certain finished products which have been 
manufactured and distributed to them at a cost of $50, making the 
price of the raw material about $50. Now, if the consumers’ 
price falls 25 per cent ($25) while the cost of manufacture and dis- 
tribution remains the same, the price of the raw material must 
fall to $25, which is a reduction of 50 per cent. If, under the same 
conditions, the consumers’ price had fallen 10 per cent, the price of 
raw material would have fallen 20 per cent. The wider the spread 
between producers’ and consumers’ prices, the greater will be the 
relative decline in producers’ prices. 

In the face of steadily falling retail prices and fairly constant 
unit costs of operation, wholesale prices have been falling rapidly 
during the past year—out of all proportion in fact to the fall in 
consumers’ prices—while raw material prices have fallen more 
rapidly than wholesale prices. And, in a sense, the burden of these 
high operating costs has fallen chiefly upon the producers of basic 
commodities rather than on the consumers of finished products. 
That is to say, enterprisers have not added the expenses of manu- 
facture and distribution to the prices paid for raw materials to 
determine consumers’ prices but, on the contrary, they have 
deducted their unit costs of operation from consumers’ prices to 
determine the amount that could be paid to the producers of raw 
material. 

The part played by unit operating costs in periods of rising 
prices is substantially the same, although the effect produced is 

* For a somewhat different explanation of the part played by operating costs in 


causing dissimilar price fluctuations see Professor Wesley Mitchell’s Business Cycles, 
pp. 461-62 and 559. 
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the opposite. During the period of business depression, which 
normally fills the interval between periods of falling and rising 
prices, unit costs of operation are substantially reduced. A balance 
is finally reached between labor cost, capital cost, raw material 
and consumers’ prices where business revival becomes possible. 
In the upward trend of prices which follows, unit costs of operation 
again tend to remain fairly constant. They are not immediately 
affected by the rise in commodity prices. The result is that whole- 
sale prices rise more rapidly than retail, and raw material prices 
more rapidly than wholesale. 

Thus, at each step in the marketing chain from producer to 
consumer, buying prices are governed chiefly by unit-cost considera- 
tions and prospective selling prices, no less when the general price 
level is rising than when it is falling. And although the opera- 
tion of this principle inflicts relatively heavy losses upon the pro- 
ducers of raw material during a period of falling prices, these losses 
are counterbalanced, in part at least, by the relatively large gains 
which accrue to them with the return of business prosperity. 
This point is generally overlooked, or ignored, by those who sub- 
scribe to the popular doctrine that producers in general are entitled 
to cost plus a fair profit for their services. 

The writer would be the last to proclaim that unit costs are 
not a factor in selling operations. It is admitted, even in the case of 
perishable meat products, that they are a factor in the asking 
price and sometimes in the price realized. It is also admitted that 
one who has expended money in the purchase of a share of stock, 
a bond, or any non-perishable product, will naturally be reluctant 
to dispose of his possessions for less than cost; and that reluctance 
on the part of a great many sellers to sell below cost might, for a 
short period of time, tend to sustain prices. 

But these are not the points at issue. The fundamental point 
for which the writer contends is that in the case of both perishable 
and non-perishable products, unit costs, although appearing 
to guide the seller, perform their real guiding function at the 
time goods are purchased for resale. Any service which they 
subsequently render is in the nature of reminding the seller of the 
price at which he originally expected to sell, with the result that he 
may put forth greater sales effort in trying to realize this price. 
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It does not follow, however, that sellers will realize the prices 
they anticipate—witness the losses occasioned by the recent 
price decline—even though the product in question is non- 
perishable. For, after all, unit costs do not determine prices. 
While it happens to be true, according to current economic phi- 
losophy, that the price of a finished product tends to be equal to 
marginal cost—i.e., the cost of the raw material entering into the 
product plus the unit costs of operation in the most inefficient 
firms—the real chain of causation is not from the price of the raw 
material through costs of manufacture and distribution to final 
consumers’ price. It is exactly the reverse. It is human desire 
that leads to human effort, demand that leads to supply, and 
therefore present and prospective consumers’ prices that lead to 
producers’ prices.’ 

Recognition of these fundamentals would go a long way toward 
counteracting the pernicious doctrine, inherited from the war, 
that farmers and other business men are entitled to cost plus a fair 
profit for their services; it would contribute in no small degree to a 
better understanding on the part of producers and consumers of 
their economic relations to one another; and, finally, it might lead 
to a thorough-going revision of some of the current methods of 
approach to the study of marketing principles. 

GEORGE E. PUTNAM 


COMMERCIAL RESEARCH DEPARTMENT 
Swirt & Co., CHICAGO 


There can be no objection to reasoning from producers’ supply (i.e., the quantity 
produced) to consumers’ supply over long periods of time. In fact, consumers’supply 
is absolutely dependent upon producers’ supply, but producers’ prices are dependent 
on consumers’ prices. Suppose, by way of illustration, that corn is used solely for the 
production of meat, and that corn prices are so low as to discourage corn production. 
If this condition continues, the production of corn, and therefore the supply of meat, 
will be diminished. The price of meat, and therefore the price of corn, will rise until 
corn production and meat consumption again reach an equilibrium. In other words, 
although consumers’ supply is dependent upon the quantity produced, it still remains 
true that producers’ prices are dependent on consumers’ prices. 

The fact that corn may be used for other purposes than meat production in no 
way invalidates these principles of price relationship. It merely emphasizes the 
dependence of producers’ prices upon the final prices received for al/ the finished prod- 
ucts manufactured from the raw material in question. 














NOTES 


THE FUNCTIONAL APPROACH TO THE STUDY OF 
MARKETING 


That marketing today occupies so large a place in the systematic 
study of business is due in considerable measure to Mr. A. W. Shaw. 
His little volume Some Problems in Marketing Distribution, and the 
essay which preceded it,’ mark the real beginnings of the scientific 
analysis of marketing problems. How far that work has progressed is 
indicated by the publication, during the past year, of three volumes 
presenting general studies of the marketing field: Mr. Cherington’s 
The Elements of Marketing, Mr. Ivey’s Principles of Marketing, and Mr. 
Duncan’s Marketing, Its Problems and Methods. These three volumes 
have appeared in response to an insistent demand for a textbook on 
marketing, supplementing Professor Copeland’s volume of problems.? 

Mr. Shaw’s great service was such emphasis upon the need for 
scientific analysis of the productive operations of marketing as to 
challenge the energies of students.2 But Mr. Shaw did more. His 
general attack discloses a method of analysis: the use of the functional 
approach. He breaks up the work of the middleman into “ the functions 
of middlemen’’—assuming risk, financing, transporting, assembling, 
assorting, and reshipping—and explains the marketing service involved 
in the performance of these functions. But it is as the “functions of 
middlemen” that they are considered, not as marketing functions. 
This is an inadequacy; for no hard and fast line can be drawn which 
definitely allocates the performance of certain functions to those ordi- 
narily classified as middlemen: merchants, jobbers, and retailers— 
dealers who take title to the goods. Indeed because the work of carrying 


* This volume is a reprint, with an introductory chapter, of an article with the 
same title in the Quarterly Journal of Economics for August, 1912. The discussion is 
also the basis of the elaborated text of Mr. Shaw’s An A pproach to Business Problems. 

2 Melvin T. Copeland, Markeling Problems. 

3 “But the marketing of the product has received little studious attention. As yet 
there hardly has been an attempt even to bring together, describe, and correlate the 
facts concerning commercial distribution,’ Some Problems in Market Distribution, 


p. 41. 


676 























NOTES 677 


risks, transporting and financing, is largely delegated to specialists, 
Mr. Shaw developed a new classification, “functional middlemen,” 
under which to group such agencies as insurance companies, railroads, 
and commercial banks. These perform marketing functions, but they 
do not normally take title to the goods.* 

Mr. Weld’s The Marketing of Farm Products,? a consideration of the 
problems of agricultural marketing, was the next significant elaboration 
of the functional approach. This seems inevitable. For no other 
market structure presents as clean cut a differentiation in terms of 
functions performed by specialists as appears in the farm field. But 
Mr. Weld further illustrated the use of the functional approach in an 
analysis of the marketing of manufactures. A general theoretical dis- 
cussion was followed by an applied study: ‘The Marketing Agencies 
between Manufacturer and Jobber.”3 Seven functions were there 
distinguished: 

Assembly, or the seeking out of commodities from various sources, mak- 
ing connections, etc.; storing, or the holding of goods at convenient points; 
financing, or the giving of credit, making loans and advances, etc.; assumption 
of risks from price fluctuation, deterioration, style changes, etc.; rearrange- 
ment, or the sorting, grading, and packing function; selling [which includes 
advertising]; and transportation [the most important feature of which is the 
delivery service].4 


* The importance of the distinction between the phrases “functions of middlemen” 
and “marketing functions” was first indicated by Mr. L. H. D. Weld: 

The services that must be performed in getting commodities from producer to 
consumer are usually called the “functions of the middleman”’; in the title of this 
paper they are referred to as “‘marketing functions” because they are not always per- 
formed by middlemen, but often to a greater extent by the producers themselves. 
When a manufacturer performs practically all of them, as, for example when he sells 
through his own retail stores, it might be said that he is his own middleman, but the 
term “‘middleman” commonly means an independent merchant, rather than a part 
of the manufacturer’s selling organization. It is therefore helpful to think of “ market- 
ing functions,” rather than the “functions of the middleman,”’ because these functions 
are not necessarily performed by what we ordinarily term middlemen. It should 
also be noted that the final consumer generally performs part of the marketing func- 
tions. 

“Marketing Functions and Mercantile Organization,” American Economic 
Review, VII, 306. 

?Mr. Weld in this volume drew upon his paper “ Market Distribution,” read at 
the 1914 meeting of the American Economic Association, and republished in ‘Studies 
in the Marketing of Farm Products,” University of Minnesota Studies in the Social 
Sciences, No. 4. 

3 The theoretical study, ‘“‘ Marketing Functions and Mercantile Organization,” 
was published in the American Economic Review, VII, 306. The article on marketing 
agencies appeared in the Quarterly Journal of Economics, XXXI, 571. 


4 Ibid., p. 573. 
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This classification of marketing functions was then applied to the 
analysis and differentiation of the marketing services performed by 
commission houses in the textile trade, manufacturers’ agents, and 
brokers in the grocery trade, and manufacturers’ agents and purchasing 
agents in the hardware trade. 

The essential additions to the functional analysis here consisted in 
emphasis upon buying and storage, and in the breaking up of the 
‘“‘assembly-assorting-reshipping”’ function into its essential constituents. 
Storage by specialized agencies does not occupy the place in the market- 
ing of manufactured goods (which Mr. Shaw largely considered), of 
canned goods, or of package goods which it occupies in the marketing of 
farm products, especially perishables which must utilize refrigeration. 
Mr. Weld’s original approach to the problem from the agricultural field 
caused this function to hold a larger place in his analysis than it did in 
the analysis of Mr. Shaw. The latter’s interest in “the functional 
middleman” had led him to identify the three functions of marketing 
which are largely delegated to specialists (risk assumption, the trans- 
portation service, and financing) and to group under the general heading 
“assembling, assorting, and reshipping,” those activities which are 
peculiarly the work of the jobber in the marketing of staple commodities. 

The latest analysis utilizing the functional approach is that of Mr. 
Cherington: The Elements of Marketing. This is a general treatment of 
the broad problem. Mr. Cherington considers two main groups of 
functions—merchandise functions: assembly, grading, storing, trans- 
porting; auxiliary functions: financing, assuming risks, “sales func- 
tions.” Comparison with Mr. Weld’s classification indicates substantial 
coincidence. Under “sales functions,” however, Mr. Cherington dis- 
cusses, not the operations essential in effecting a transfer of title, but 
rather a group of problems connected especially with the routine of 
retail management. These certainly have a place in a book in marketing, 
but rather as a discussion of problems than as distinct functions. Indeed 
Mr. Cherington discusses them as such: the competitive forces which 
lead to an elaboration of store equipment, say soda fountains; the 
training of a working force; the creation of good-will, and the essential 
personal contacts. But buying and selling call for recognition as dis- 
tinct marketing functions. Selling comprehends more than the con- 
verse of “assembly,” variously referred to by Mr. Cherington as “dis- 
persing”’ and “disbursing”; it comprehends more than is included in 
Mr. Shaw’s definition: “the communication of ideas about the goods.” 
Selling is effecting a sale, a transfer of title. Nor does Mr. Weld’s 
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subordination of “buying” under “assembling” give adequate recog- 
nition to the other side of the exchange transaction. Again, two dis- 
tinct services are confused. Buying and selling effect exchange, assem- 
bling and dispersing, utilizing the service of transportation, control 
the physical disposition of the goods.* 

There should likewise be differentiation of the functions which Mr. 
Weld groups under the general heading, “rearrangement, or sorting, 
grading, and packing.” Two distinct functions can be distinguished: 
the preparation of a variety of goods (assorting) and the preparation of 
uniform lots of goods (standardizing). Take the case of farm products: 
the importance of assorting depends largely upon the character of the 
product, whether food stuff or raw material. Since, for example, 
tanneries and textile mills, in general, require a uniform supply of 
materials, the function of assorting is relatively unimportant, while that 
of standardizing is vital. This difference in the character of demand 
accounts for the essential difference in structure between the raw 
materials and the food-stuffs markets. In the latter is found the jobber 
who performs a function of assorting; in the former appears the “mer- 
chant” or dealer, furnishing uniform lots, standardizing. A parallel 
difference appears between the selling of partly manufactured goods 
and the merchandising of manufactured articles and package-goods, 
especially goods available for the final consumer. The assorting func- 
tion, therefore, cannot be dropped out, for it bears an important relation- 
ship to the market structure. The presence of a jobber in a marketing 
organization means that a service of assembly and assorting is an 
important part of the work of marketing. Where there are a large 
number of small producers, each specializing on a few products, but 
where a complete retail stock includes a wide variety of products, the 
jobber performs his maximum of service, in economizing the efforts of 
producers to reach retailers and retailers to reach back to producers. 
He prepared the variety of goods—the ‘‘assortment.”’ 

Mr. Cherington considers the other essential element—standardizing; 
but he discusses it under the heading, “grading.” This is an inadequacy; 
for the marketing function is of greater importance and wider application 

* Indeed, although Mr. Cherington considers these two operations (assembly and 
dispersing) as effecting performance of a single basic function—the adjustment of the 
quantity of merchandise produced and that sought for consumption—his discussion 
recognizes the essential difference between the buying and selling marketing services. 
Frequently indeed these involve different personnel and different policies. Mr. 
Shaw had used the phrases, “Demand Creation” and “Physical Distribution,” and 
his An Approach to Business Problems discusses both at some length. 
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than mere grading or classing. Although the important element in the 
marketing of farm and ranch products, grading is only one method of 
standardizing... The function is pervasive in the whole marketing 
field. The machine process, with the demand for uniform materials, 
operating with modern cutting tools and measuring devices, with written 
instructions and close inspection, creates products which are substantial 
duplicates. One screw is like another screw; one pound of sugar, one 
tire, one cracker like another; one pair of hose like another. The 
same influences are at work in the performance of the buying function. 
Standard products demand standard materials. The purchasing 
department of a large business, quite as much as the operating or sales 
departments, must be governed by standards. And even the work of 
weighing or measuring in a retail store is the application of generally 
recognized standards of count, weight, or measure to goods of standard- 
ized quality or to goods open for inspection.? 

Probably no function has greater ramifications than has standardiza- 
tion. Known grades and qualities are the basis of contracts of sale; 
they are the basis of warehouse receipts and bank loans; and only stand- 
ardized qualities can be the basis of a system of organized speculation. 
The United States government has taken over the work of supervising 
standards in the case of raw materials of large importance, grains and 


cotton; and the Department of Agriculture is active in the work of 
emphasizing the importance of standardized quality. In the field of 


* See for example, Mr. Cherington’s The Wool Industry, pp. 49-53; also the dis- 
cussion by Professor James E. Boyle, American Economic Review, XI, 208. Professor 
Boyle says: ‘‘Summarizing, it may be said, that the first step in marketing is producing 
a better product and putting on the market a graded, standardized product.” See 
also the Report of the Federal Trade Commission on the Grain Trade, and Bliss S. Brown, 
Modern Fruit Marketing. The Farmers’ Bulletin series carries numerous bulletins on 
this subject. 

2 All this is not new. Professor Carver, in a note, “Standardization in Market- 
ing,’’ indicated clearly the importance of standardizing: 

The reasons in favor of fixing standards of quality, wherever it can be done, are 
identical with those in favor of fixing standards of measuring quantity. They are 
summed up in the superior economy of buying on grade and reputation, as compared 
with buying on inspection. The buyer of an unstandardized commodity may have 
enough confidence in the seller’s system of weights and measures to avoid the necessity 
of inspecting the commodity in order to determine its quality. In all cases where 
quality can be standardized, there is economy of effort. So far as buyers can be 
saved the trouble of inspection so far will they be enabled to economize on time, 
effort involved in making purchases, and so far also will the salability of commodities 
be increased. Quarterly Journal of Economics, XXI, 341. 

3See Annual Report, 1920, U.S. Department of Agriculture, p. 547, a discussion of 
the Cotton and Grain Standards Acts; and p. 545, a discussion of the Standard Con- 
tainer Act. The regulations issued by the Division of Warehousing seek to insure the 
adherence to standards by providing for licensed graders, etc., p. 560. 
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manufactured products the Bureau of Standards and the American 
Society for Testing Materials are doing significant work. 

Standardization is also the basis of the growth of advertising, and 
the movement to go around the jobber. The place of advertising in 
this process is well explained by Mr. Shaw in his discussion of the evolu- 
tion of methods of sale. Mr. Shaw traces the development in methods 
of sale, his classification corresponding to the doctrines developed in the 
law of sales: sale in bulk, sale by sample, sale by description.t Adher- 
ence to the legal categories hides two important considerations: what 
Mr. Shaw calls sale in bulk is really by inspection, a distinct method; 
the term sale in bulk (considered in its business relationships) should 
rather be reserved to such transactions as the sale of eggs on “the case 
count” basis; cheese, on the “run of the shelf”; peanuts “in the rough”’; 
the “plantation run” of rubber; tobacco sold “loose,’? etc. Although 
Mr. Shaw discusses the use of symbols in connection with sale by descrip- 
tion, he does not emphasize that “sale by symbol”’ (usually sale by brand) 
is a distinct advance over sale by description, involving new methods 
and problems. Sale by brand or trade-mark is sale by symbol. It 
depends upon standardized quality. Sale by sample demands standard- 
ization, but a standardization for which the sample is a basis of compari- 
son. Sale by description has no objective test; it is sale by specifications 
only. These specifications may be formal specifications established by 
associations of business men or by boards operating under legislative 
authority. They may be specifications established by either buyer or 
seller or specifications established by associations. When the seller 
sets specifications he is laying the groundwork for sale by symbol. By 
branding he then seeks to put his goods in a class where common knowl- 
edge attaches specifications, especially quality specifications, to the 
product. Thus, this operation is analogous to the grading of farm 
products. When an entire line is branded, the characteristics of one 
article are associated in the minds of purchasers when other articles are 
bought. 

Advertising, therefore, finds its significant place in selling a stand- 
ardized product, or a quality service which possesses ease of identification. 
For standardization is essential in any large-scale and wide-selling 


tAn Approach to Business Problems, pp. 105; previously presented in Some 
Problems in Market Distribution. 

2 See Report No. 98, Systems of Marketing Farm Products, G. K. Holmes, Depart- 
ment of Agriculture; also Meyer Jacobstein, The Tobacco Industry, p. 73, an excellent 
discussion of sales of leaf tobacco in bulk, by inspection and by sample. 
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campaign, utilizing description. And, in the second place, standardiza- 
tion is essential for sale by brand in order that all purchasers, guided by 
satisfaction from an original purchase, shall not be disappointed because 
of uncertain quality. This tendency toward standardization, as we 
have seen, is by no means limited to agricultural marketing, nor are its 
economies effective in that field alone. Undoubtedly, the success of 
the co-operative organizations in the use of general advertising has 
emphasized the importance of grading as a means of standardization. 
The basis of this success has been enforcement of quality standards 
worth identifying... But modern industry specializes on standardized 
products, and it is therefore not accidental that advertising has developed 
as a selling force, as large-scale production and automatic machinery 
have created quantities of uniform products seeking a market. Sale 
by advertising is a logical result, not alone of improved general educa- 
tion, but of the evolution in manufacturing methods. Fundamentally 
it is sale by standard. 

Analysis of marketing service in terms of the marketing functions, 
then, conforms with the market structure and with commercial practice. 
It is the logical approach in dividing the larger problem into its constitu- 
ent problems, which can be considered singly, and then brought together 
in a consideration of the problem as a whole. This is true, not only 
because the specialists exist to perform certain functions, but because 
the problems involved in the marketing machinery and marketing process 
can be developed and isolated as a basis of intensive investigation, by 
an exposition in terms of the functions performed. One weakness must 
be guarded against. Unless care is taken to bring all factors together 
there is likely to develop the tendency to treat each function as in a dis- 
tinct compartment, when, in point of fact. the performance of one 
function frequently governs the method of performing others. Sale is 
frequently dependent upon standardization; finance upon storing; 
risking upon selling and financing; and there is the close interrelation- 
ship of transporting, risking, storing, and financing, illustrated in the use 
of the order bill of lading and the warehouse receipt as collateral. This 
interrelationship of functions is well illustrated in Dr. Duncan’s Market- 
ing, Its Problems and Methods. To be sure his treatment of marketing 
functions is an incidental rather than a governing element in the dis- 
cussion; nevertheless, even this treatment clearly indicates the impor- 
tance of the operations here designated as marketing functions. 

"See the discussion of the brand policy, California Fruit Growers Exchange, 
W. W. Cumberland, Co-operative Marketing, p. 164. 
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These marketing functions, the tools for analysis of marketing prob- 
lems as developed in this discussion, may now be listed. They are 
ten: assembling, buying, financing, standardizing, transporting, storing, 
assorting, risking, selling, dispersing. ‘These ten functions do not 
appear in every marketing transaction; nor are they necessarily per- 
formed in any particular order. The “pure” broker merely buys or 
sells; the factor frequently finances; the jobber may perform all, in 
some instances even carrying the full risk burden, in others delegating 
the risk to the insurance agency. Some are frequently performed by a 
consumer, when sale is made to that last link in the marketing chain. 
The analysis achieved by the use of the functional approach discloses 
a picture of the work done. The functional approach, it must be 
remembered, is not an end in itself, but a means to an end—the securing 
of comparative facts on marketing methods and problems. 


HoMER B. VANDERBLUE 
NORTHWESTERN UNIVERSITY 
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Industry and Trade. By ALFRED MARSHALL. London: The 
Macmillan Company, 1919. Pp. xxiv+874. 

This volume appeared under circumstances which may amount to 
something of a handicap. It has been awaited and looked forward to 
so much that it would be only natural if unreasonable expectations had 
been formed of it. It was to have contained the conclusion of Professor 
Marshall’s thinking. And Marshall’s mind is so many sided as to appeal 
to many economists of different types. Each has probably found in his 
writings fragments indicating an unusually long reach or keen insight 
into just those ranges of principle or areas of phenomena in which he, 
the reader, saw the key to the most fruitful developments. In the new 
volume, then, each may expect to find those germs which he himself had 
most cherished, developed, and brought to fruition as an economic 
system. One is tempted to expect a theory of social economics more 
real than anything that has hitherto appeared because of the large 
awareness of such things which one finds (often in footnotes) in the 
“Principles.” One is even tempted to expect that at last the true and 
proper /iaison will be established between abstract theory and concrete 
realism. In these respects, however, anything approaching finality is 
quite too much to expect, and it is equally unreasonable to expect Mar- 
shall to satisfy all the conflicting groups which find something in his 
thought to borrow from, and would like to find more. 

We must therefore content ourselves without these finalities; at 
least for a while longer. The labor which Professor Marshall has set 
himself has grown as it progressed, and the present volume does not 
complete it. He has reserved for a companion volume the subjects of 
employment, money and credit, and—last, but never least—the field 
and functions of conscious social endeavor. It is interesting and signifi- 
cant that the phrase “social endeavor” appears in place of the narrower 
phrase “functions of government,” which was used in the preface to the 
“Principles.” In the last century men naturally thought of private 
enterprise and political government as the two alternative agencies 
through which things might be brought to pass. Today such a point of 
view is obsolete. It is sincerely to be hoped that this particular part of 
the proposed study may not be too long postponed, since that is a subject 
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on which the dean of the British economists should have much to say 
that would be well worth hearing. 

Industry and Trade is essentially a pre-war book. The world-war 
does not figure in its pages, and even the economic aftermath of this cata- 
clysm is only here and there suggested. This fact may prove an advan- 
tage or a disadvantage, according to the predisposition of the reader. 
It may prove refreshing to students who yearn back to those almost 
legendary days when liberalism could progress at a more leisurely and 
genial tempo, and all things were less urgent. It is the result and 
evidence of Marshall’s habit of digesting his thoughts before he speaks; 
his willingness, as he puts it, to “say little on the matter, till I had 
thought much longer.” This stands in welcome contrast to the preva- 
lent habit of rushing into print, though it is a virtue that can be carried 
to excess by one whose ordinary thought has more than ordinary 
maturity. 

But to return to the specific contents of the book under review. It 
consists of three parts. The first is a historical sketch of the development 
of national industrial efficiency in the principal Occidental countries and 
of their distinguishing national characteristics. Of this part the author 
says that it “has no claim whatever to be a contribution to economic 
history; but an endeavor has been made to turn a few hints derived 
from the past to account in explaining the present; these will be found 
chiefly in Chapters III to VIII of the first book and in appendices B to 
G.” The second part is a study of present tendencies of business organi- 
zation, and the third part deals with monopolistic tendencies and their 
relations to public well-being. Extended discussions of general principles 
are deliberately avoided; the chief exception being the discussions of 
prime and supplementary cost and of increasing returns. On the other 
hand, the mass and variety of descriptive and historical material are 
evidence of wide reading and acquaintance. 

In the most theoretical part of the volume—that in which the author 
deals briefly with the problems of overhead costs and increasing returns 
—he characteristically distinguishes between short-run and long-run 
cases, and handles the whole subject with a degree of discrimination 
which makes this probably the best treatment extant of an extremely 
confused and confusing topic. There is, however, a passage in Appendix 
M (p. 841) on railroads, which is not adequately safeguarded against 
being taken in the sense of applying short-run measures of variable cost 
to what is properly a long-run problem, viz., a general reduction of 
rates for the building-up of traffic. 
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There are many interesting passages that reflect the same point of 
view and general quality of attitude that characterize Marshall’s other 
works. He holds that city life produces serious racial casualties; and 
that it might be wise to retard invention, if only the world were unified 
and regenerate. He believes that private wealth will stand extremely 
heavy burdens without destruction of incentive; a man’s income serves 
as an index of success and thus as a spur to activity, even if taxation 
takes most of it. He is not one of those who have come to favor nationali- 
zation of mines, but he believes in the necessity of reasonable conditions 
of life for the masses and the extension of adult education. 

We learn with gratification that America is taking the lead in national 
studies of monopolistic tendencies and of standards of competitive 
practice, and that the German Kartellenquéte, though useful and enlight- 
ening, was not comparable in efficiency to our own governmental machin- 
ery with its standing body of specialists and its power to compel 
information. 

He advocates the revival of waterways in terms which indicate that 
British conditions differ widely from American, for he states that the 
high cost of a private rail siding prevents most manufacturers from 
having one, while a private terminal alongside a canal is, he claims, 
relatively cheap and within reach of moderate-sized concerns. In 
America any manufacturer can have a private rail siding on reasonable 
terms, and most of them enjoy this advantage, except in such large 
cities as Chicago and New York where physical difficulties stand in the 
way. On the other hand, to ship bargeloads from a private water 
terminal requires a larger concern than to ship carloads from a private 
spur track, 

At one point, in discussing competition between the railroads and 
waterways, Marshall apparently makes a slip, suggesting that a railroad 
which lowers rates and drives a water competitor out of business should 
be penalized by depriving the road of the freedom to raise its rates after 
getting rid of its rival and remarking that “the rules of the Interstate 
Commerce Commission” do not impose such a penalty. This matter is 
not left to the discretion of the Interstate Commerce Commission but 
is taken care of by statute, under the fourth section of the Act to Regu- 
late Commerce, as amended in 1910. This penalizes railroads in just 
the way Marshall proposes. Elsewhere Marshall states that the holding 
company was made illegal in the United States in 1904. This must 
refer to the dissolution of the Northern Securities Company, a case which 
settled that a combination in restraint of trade is not protected from the 
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law by being in the form of a holding company rather than in that of a 
“trust,” a pool, or other similar form. But this decision did not make 
the holding company illegal per se, and it has not prevented the bulk of 
America’s large-scale industry from being carried on through the use of 
holding companies. Professor Marshall’s knowledge is wide, but such 
a book as he has here undertaken to write requires something close to 
omniscience. 

As for the general orienting point of view of the book, it is perhaps 
best expressed in the author’s own words: 

The present volume is in the main occupied with the influences which still 

make for sectional and class selfishness: with the limited tendencies of self- 
interest to direct each individual’s action on those lines, in which it will be most 
beneficial to others; and with the still surviving tendencies of associated action 
by capitalists and other business men, as well as by employees, to regulate 
output, and action generally, by a desire for sectional rather than national 
advantage. 
The book is dominantly nationalistic in point of view, especially in the 
first part where nations are treated as units and the history and leading 
characteristics of their industrial development are sketched. It stops 
short, however, of studying the greatest orgy of nationalism the world 
has yet seen, the recent world-war. Further than this, the book is 
difficult to summarize. The reviewer must confess to a feeling that it 
is hard to see the forest for the trees. Such a mass of historical and 
descriptive material is necessarily very difficult to organize, all the more 
so when the purpose is something very different from mere history or 
description. 

This may be illustrated by an attempt to run down one single topic 
of central interest. The one which suggests itself most strongly is that 
of the nature, place, and job of the “entrepreneur”’ in modern business— 
that elusive, subdivided, and specialized “multiple personality.” This 
topic, naturally, runs throughout the volume. In Book I we observe 
the differing habits of enterprise and industry of different peoples; in 
Book II we study cost and output and the laws governing them; stand- 
ardization; marketing; corporations and corporation finance; the tasks 
of business organization and the personal qualities they call for, and 
scientific management. And in Book III we follow the story of monopoly 
and near-monopoly through to the final chapter on the decline of exclu- 
sive class advantages in industry. After which the reader may find it 
highly desirable to strike back on the trail and pick up from here and 
there a connected account of the entrepreneur personality. But he will 
need to exercise some mental organizing ability. 
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On his second journey he may become aware of a most interesting 
contrast. It appears that the growth of very large businesses has been 
typically dominated by “intellectual giants,’ and it also appears that 
the position of the typical corporation director tends to make of him an 
honest and careful King Log (King Stork seems to have been less typical 
in England than in America). How are these contradictory facts to be 
reconciled? Persumably any given intellectual giant represents a 
temporary phase in the development of any given business. But does 
the species, as a species, represent something on which modern business 
can count as a permanent force, or does the long-run trend of economic 
evolution act to discourage its development—perhaps to exclude it from 
business? This merges into the question whether the stockholders’ 
representative is a functionless functionary in business under present-day 
conditions, and this in turn is central to the question of the new guilds, 
which Marshall discusses briefly and at many chapters’ remove from 
the discussion of entrepreneur motives and organization. 

Evidently Marshall does not regard the corporate board of directors 
as a fifth wheel in modern industry, but the issue is not as clearly joined 
as one could wish, nor as definitely connected with the background of 
general description. The board of directors, where it is not dominated 
by some strong personality, is described as chiefly interested in “playing 
safe,” partly because the directors’ fees do not give the members a 
sufficiently direct and powerful interest in the fortunes of the business. 
This may also be partly because more is expected of a board of directors 
in an English than in an American corporation; its duties and respon- 
sibilities are heavier, and the officials of the company have correspond- 
ingly less autocratic independence of action. The whole situation 
appears to be one in which some, at least, of the important characteristics 
of “private enterprise”’ as our fathers knew it, have evaporated, and the 
difference between private and co-operative enterprise is much 
diminished. 

Possibly this is true only of the staid middle age of a business enter- 
prise, and possibly a new idea has perennial power to rejuvenate the hard- 
ening tissues of corporate organization; at all events, Marshall dismisses 
the modern guilds by saying: “ they appear to regard economic progress as 
a thing that goes almost of itself; they take little thought for its depend- 
ence on deep insight, or far-seeing foresight, on sound judgment, in 
selecting new developments of technique and organization, and on the 
courage of leaders of industry in taking selected risks on their own 
shoulders.” This implies that these qualities still depend on private 
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enterprise to stimulate them and bring them to the surface. In closing 
this very inadequate review it may be in order to express again the hope 
that Professor Marshall’s strength will permit him soon to give us his 
thoughts on the réle of “social endeavor” in economic life, even if he 
does not finish everything that stands preliminary to this on the very 
heavy schedule he has mapped out for himself. 

To establish the place and importance of such a work as this after a 
single reading is almost too much for a reviewer to attempt. Probably 
the chief value of the work lies in bringing between the covers of a single 
volume an unusually wide conspectus of economic organization, the 
conditions of efficiency and the principles, forms, and types of behavior 
of many different but characteristic kinds of business units. 

J. M. CLark 


UNIVERSITY OF CHICAGO 


Modern Business Writing. By CHARLES HARVEY RAyMonD. The 
Century Co. Pp. xii+476. 


The advisability of offering courses in practical English at university 
schools of commerce and business administration no longer needs to be 
defended; in fact, universities that do not give such courses in their 
college departments are not fully living up to their purpose of preparing 
students for their future careers, for today probably the majority of 
university graduates enter business of some form or other. And even 
those graduates that go into such professions as law and engineering are 
as much in need of a sound training in the writing of letters and reports 
as the graduates who engage in business. Literally, hundreds of large 
business organizations give courses of instruction in practical English 
and letter-writing to overcome the deficiencies in these matters that 
exist among their employees—college graduates not excluded. 

The latest textbook for university purposes on the subject of practical 
English is the volume under review. The author divides the subject- 
matter of his volume into two divisions: Part I, bearing the title of 
“The Selling Appeal,” treats of the writing of sales letters and adver- 
tisements; Part II, bearing the title ‘Everyday Letters,” discusses the 
writing of such types of business letters as the order letter, the adjust- 
ment letter, and credit and collection letters. For review purposes, 
Mr. Raymond’s own division of his material may be followed. 

The relative importance, in the mind of the author, of the subject- 
matters contained in the two parts is indicated by the fact that he 
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devotes approximately 317 of the 476 pages of his book to the study of 
the selling appeal. As a result, he has given us one of the most com- 
plete and satisfying treatments of the subject of developing the sales 
appeal in sales letters that have yet appeared. He discusses in detail 
such topics as the prospect, the product, the central selling-point, the 
choice of the appeal, and the steps of the selling appeal. The illus- 
trations and examples of the points he makes are well chosen. 

We are somewhat surprised to find that Mr. Raymond omits the 
campaign series from his classification of sales-letter follow-up series 
(p. 278). We feel that the omission of such a well-recognized series was 
not made through carelessness, because the author shows that he has a 
sound knowledge of the subject of sales letters. Yet, if he had good 
reason for omitting it, he should have noted it. 

From a pedagogical point of view, we wonder whether Mr. Raymond 
is correct in devoting so much attention to the subject of sales letters 
in a textbook presumably intended for use in a university course in 
business English. ‘To be sure, he attempts to forestall this objection 
by stating in his Preface that “everyday letters . . . . are now generally 
regarded in the light of sales letters’ and that, therefore, the selling 
appeal should be carefully considered. This statement is true; yet so 
few students, comparatively, will later write sales letters, that part of 
the time taken up with the study of sales letters and advertisements 
could better be spent on everyday letters. 

We also question the advisability of placing the content of Part I 
before the material presented in Part II. Without doubt, the sales 
letter is one of the most difficult of letters to write. Why should it be 
studied first—before the simpler and easier letters? Despite the author’s 
contentions to the contrary (Preface, p. vii), we do not believe that he 
has succeeded in justifying an arrangement that places the more difficult 
material first and the easier last. 

Part Il, which deals with the various types of everyday letters, is 
marred by errors that cause it to fall short of the high standard of 
PartI. Asa result, Part IL does not compare favorably with Professor 
Edward H. Gardner’s discussion of the same topics in his Effective Busi- 
ness Letters. We feel that if Mr. Raymond had been as careful in his 
treatment of this division of his subject as he was in his treatment of 
sales letters, he would not have overlooked such an error as that repeated 
in the letters on pages 404 and 405, “we note that your present liabilities 
constitute a large proportion of your assets.”” Most of us would be 
wealthier if we could consider our liabilities as a part of our assets. It 
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is also strange that in this section of his book the author has again made 
an outstanding omission: he fails to give any consideration to the prepa- 
ration and writing of the business report—a subject that ought, certainly, 
to be included in a book bearing such an inclusive title as Modern Business 
Writing. 

Despite the weaknesses of Part II, which can be easily remedied, 
Modern Business Writing is a valuable addition to the list of books on 
business writing because of its complete treatment of the subject of the 
sales letter. 


EDWARD J. KILDUFF 
New York UNIVERSITY 


Current Social and Industrial Forces. By Lionet D. Epre. Boni & 
Liveright. Pp. 393. $2.50. 

This is an anthology of writings on modern economic problems, 
collected for the purpose of assisting the reader to comprehend the 
course of current history. The center of emphasis is the industrial 
system. How much does it produce and for whom? What are its 
strengths and its inefficiencies? With whom is control lodged and with 
whom should it be? To what extent can conscious direction be given 
to it for social ends ? 

The subtitle of the volume, however, might well have been the New 
Republic’s ‘Book of Bright Thoughts,” since the vast majority of the 
selections are chosen from the coterie of that journal and from their 
admired or admiring. Thus the list of authors quoted includes the 
following, most of whom are represented by two or more selections: 
Croly, Weyl, Lippman, Johnson, Laski, Frankfurter, Brandeis, Veblen, 
Tead, Brooks, Bruere, Dewey, and Robinson. The English authorities 
quoted are those whom we might expect from the foregoing, namely, 
Webb, Wells, Wallas, Angell, Cole, Russell, and Zimmern. The opinions 
of capital are represented by what one suspects as intellectual straw men 
in the form of a report or two and brief paragraphs from Judge Gary, 
John D. Rockefeller, Jr., Otto Kahn, and Stephen C. Mason, while 
labor speaks directly only through three resolutions of the American 
Federation of Labor, Sidney Webb’s draft on Labor and the New Social 
Order, and a sentence of Mr. John H. Walker’s. 

Now, however highly one may value the work of the New Republic 
school, and the reviewer in the main does value it highly, it neither forms 
as large a part of current economic forces nor of their intellectual inter- 
pretation as Mr. Edie evidently believes. The New Republicans 
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write well and furnish a quota of intellectual spice, but in the main they 
are reluctant to do the hard grubbing for facts which is so necessary if 
we are to solve the problems presented by our industrial system, and 
they are almost totally lacking in humility. 

The usefulness of the present volume would have been greatly 
increased had more factual material been included. Moreover, it would 
have given a much fairer picture had excerpts been taken from the 
writings of such penetrating and incisive defenders of the present order 
as Herbert Hoover and Professor Carver, or from such economic human- 
ists as Professor Taussig. Why indeed should Mr. Edie omit the con- 
tributions of such men as Hadley, Commons, Seligman, Vanderlip, 
and Roberts ? 

There is indeed only one thing wanting to commend this book to the 
dilettante liberals,and that is that it does not begin with an introduction 


by Mr. R. H. Tawney. 
Paut H. Dovuctras 
UNIVERSITY OF CHICAGO 


American Foreign Trade. By Witi1AM F. Notz AND RICHARD S. 
Harvey. Indianapolis: Bobbs-Merrill Co., t921. Pp. xv+ 
521. 

The authors of this book have sought to furnish a handbook for the 
study of certain aspects of world-trade which shall describe the new 
“trade machinery,” outline the economic and legal conditions which 
have given rise to a need for such machinery, and provide a background 
for the clearer understanding of the controlling elements in national 
trade policy. They think the work may be of value in schools of com- 
merce, to lawyers, and business men planning the organization of export 
associations, and to students of economics. There is a good deal of solid 
reason for feeling that this rather varied and ambitious program has 
been carried out with at least partial success. It is not easy to construct 
a work which shall be at once a guide, philosopher, and friend, and the 
shortcomings of the book are largely those which must be expected by 
those who embark upon any such undertaking. 

A different view of the book would describe it as a discussion of the 
Webb-Pomerene and Edge Acts and their relations to export trade and 
to antitrust legislation, especially as affected by the late war. In this 
more modest light the volume presents a more attractive appearance 
and needs little apology. The least valuable element is probably found 
in the first three parts which occupy 153 pages and review the antitrust 
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situation culminating in the Trade Commission and Clayton Acts. 
There is nothing of striking moment in the review of antitrust cases and 
doctrines; indeed it would be hard to offer anything very new in this 
arid and overworked field of discussion. As for the Clayton Act it is, 
however, rather surprising to find the authors approving it, while of the 
Trade Commission they say that “results justify” its “creation’”—a 
view certainly not in harmony with that of the business world (or, we 
think, of the professional economists) of the present day. There is 
something decidedly “‘hifalutin’’ in chapter vi where Secretary Redfield 
is quoted with approval, and the antitrust laws are described as a “sure 
foundation”’ for future work when apparently indiscriminate approval 
is given to administrative proceedings under them. 

We need not stop too long with this early part of American Foreign 
Trade. Part III opens with an analysis of the effect of the war on 
combinations and a review of our trade before the adoption of the 
Webb-Pomerene Act. Then in Part IV the Act itself is considered in 
detail and the decisions arrived at by way of interpretation and explana- 
tion of its terms are given in some detail with full exposition of probable 
meanings. In Part V there is a study of the financing of foreign trade 
by means of the Edge Act which is concerned largely with the terms of 
the law itself and the provisions of the regulations made by the Federal 
Reserve Board for the enforcement of the law. Unfortunately, but 
little has been done under the Edge Act so that the treatment is neces- 
sarily in some part conjectural. Part VI is a short section of about 50 
pages dealing with “compacts in world commerce”’ and furnishes a very 
useful review of the international “cartel”? system and its relation to 
national statutes such as the Sherman Act. The main provisions of 
international industrial agreements as worked out in some of the more 
conspicuous instances of recent years are analyzed and some useful 
material largely of judicial and legal origin is gathered in orderly fashion. 

Enough has been said of the scope and content of American Foreign 
Trade to show that it occupies a unique place. It embodies a large mass 
of material which is not accessible in any available form and which is of 
decided value to those who are concerned with foreign trade. Our 
business with other countries is now in a depressed condition, particularly 
in those branches which are affected by legislation of the kind described 
by Messrs. Notz and Harvey. This depression, however, will not 
continue indefinitely, and there will be a gradual recovery of lost ground. 
When the task of restoring our foreign markets is definitely undertaken, 
it will be needed to proceed by regular methods of approach and to 
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abandon the notion of a sudden conquest of markets. We shall then 
need to make use of all possible means of meeting competition and 
overcoming the unnecessary handicaps with which we have burdened 
our own commerce. American Foreign Trade should be a very useful 
volume in this process of reconstruction and development. 

In future editions it may be possible for the authors to improve the 
choice of words in a few places where erroneous terms have been 
employed. They should also, if they can when the time for revision 
comes, eliminate those portions of the work which seem to have been 
written by trade promoters and boomers and substitute a treatment in 
a somewhat calmer vein. With these changes and with the volume 
kept regularly up to date in successive editions it should be a very 
serviceable aid to the business man who is seeking foreign markets and 
who wants to know what the law of the United States permits both as 
to the organization and the financing of foreign-trade enterprises. 


H. PARKER WILLIS 
New York Clty 


The State and Government. By JAMES QUAYLE DEALEY. New 

York: D. Appleton and Company, 1921. Pp. xiv-+4o9. $3.00. 

In spite of the recommendation of the American Political Science 
Association that the introductory course in political science be a study 
of American government, many colleges and universities prefer an 
elementary course of a more general nature. For such a course Professor 
Dealey offers a text that departs from the typical “elements”’ in several 
particulars. In the first part he gives the economic and sociological 
setting for political development, describes the origin and fundamental 
nature of the state and traces its growth under varying cultural influ- 
ences. He expounds the accepted theory of sovereignty and analyzes 
at some length the powers usually exercised in the name of sovereignty. 
Part II, about two-thirds of the book, is devoted to the formal organi- 
zation of the state and government. For the most part, the exposition 
is along orthodox lines, but in several places there is a marked departure 
from the beaten path. For instance, the writer unhesitatingly abandons 
the traditional tripartite division of powers, and classifies governmental 
functions as deliberative, legislative, executive, administrative, and 
judicial; he emphasizes, too, the differentiation of functions within the 
various departments. Throughout Part II he gives much less space to 
details than is usual, dealing mostly in general principles and constantly 
bringing in the sociological background and influences. A chapter out 
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of the ordinary is that on the development of law-making, in which the 
various processes by which changes in legal systems have been brought 
about, are described, and the advantages of modern formal legislation 
are stressed. Another new chapter is that on the policies and achieve- 
ments of governments; the great political contributions of different 
nations are summarized, and the economic forces that determine govern- 
mental policies are considered. Finally, we have a chapter devoted to 
democracy, its ideal form, its various historical forms, the economic 
control of its growth, its cultural prerequisites and present tendencies. 
In these last two chapters the writer refers frequently and at length to 
various democratic experiments in New Zealand, Switzerland, the 
Scandinavian countries, and our own western States, and intimates that 
they may point the way to a better democracy. 

The book differs from other elementary texts in political science in 
its emphasis on economic and sociological factors. Its writer is chiefly 
interested in the evolution of the state from the embryonic form found 
in primitive societies, and gives much more space to the historical 
development of governmental institutions than is commonly done. 
Recent research in anthropology and archaeology has made possible a 
more extensive exposition from this standpoint than the classical theorists 
could have given. While it is open to question how many of the details 
of primitive organization supplied in such abundance by writers like 
Professor Dealey are conjectural in their nature, there can be no doubt 
that political science will derive profit from the new method of approach. 

The style of the book is interesting, the material well arranged, and 
the discussions clear, though often too abbreviated for even an intro- 
ductory text; on the other hand, there is a strong tendency to repetition 
and occasionally a rather loose use of technical terms. A very helpful 
bibliography of twenty pages is marred by careless proofreading, quite 
in contrast to the body of the book. There is an excellent index. 


ALBERT R. ELLINGWoop 
LAKE Forest COLLEGE 





The English Reform Bill of 1867. By JosepH H. Park, Pu.D. 
Columbia University Studies in History, Economics, and 
Public Law, Vol. XCIII, No. 1. 

This thesis for the most part is a study of the political events con- 
nected with the reform act of 1867: the agitations for political reform, 


696 BOOK REVIEWS AND NOTICES 


the changes in ministries, and the attitudes of the party cliques toward 
the measure which gave labor a position of increased importance in 
British political life. It does, however, attempt to establish a correlation 
between the economic position of the workmen in the sixties, particularly 
as affected by the economic depression of 1866-67, and the pressure for 
political reform. The reader interested in the economic events of the 
period will therefore find the monograph attractive because of this effort 
at indication of ‘the influence of the political agitation of those social 
classes not within the ‘pale of the Constitution’ during a season of 
stress.” 


Labor Terminology. Bureau of Business Research, Graduate School 
of Business Administration, Harvard University. Pp. 108. 


$o. 50. 

This is a glossary of some three hundred terms dealing with the 
labor problem, giving especial attention to the usages of organized labor. 
The work has been faithfully done, but the ground covered is not great, 
and we can but hope that the Bureau will later expand its treatment so 
that it will include more topics, both in the field of organized labor and 
in that of personnel administration. 





